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ABST RACT 
The purpo se o f  thi s  s tudy wa s to e xamine the ro le o f  the 
pri vate hous i n g  and horne f inance i ndustry in the opera tion o f  
the S e c tion 2 3 5 horne own e r ship program i n  Knox Coun ty , 
Ten ne s s ee . 
The i n format ion and data uti l i ze d  i n  thi s s t udy was 
de r i ve d  from a n umbe r o f  s o urce s  but primari ly from inte rviews 
with s e le c te d  bui l ders , broke rs , and mortgage e s  i nvol ve d i n  
the de ve lopment a nd ma rke ting of s e ven :suburban " 2 3 5 "  
.Subdiv i s i on s  i n  Knox Coun ty . An a s s e s sment was made o f  the 
va rious ro l e s  of the pr i vate secto r  part i cipants , the i r  
s ucce s s e s  and fa i l ures i n  the ope ration o f  the Sect ion 2 3 5  
program , and th e o ve ra l l  va l ue o f  the program to the pri vate 
sec tor and the l ow and mode rate income people of Knox County . 
The S e ction 2 3 5  program made qui te an impact on Knox 
County i n  the pr ovi s ion o f  l ow and mode rate i ncome hous in g ,  
e s pe ci a l ly during the pe r iod o f  thi s  s tudy from 1 9�9 - 1 9 7 3 . 
Al tho �gh the Section 235 program was almost entirely 
s uburpan i n  nature , exc l ude d black s i n  the " 2 3 5 " S ubdivis ion s 
s tudie d ,  wa s produc tion ra the r than qua l i ty orie nte d , .and 
ten de d  to be l e s s  con s ume r orie nted than it shoul d  be , it wa s 
viewe d a s  succe s s f ul i n  te rms o f  i ts operat ion by the author . 
Prima r i l y  the p r ogram wa s found to be a boon fo r the bui l de rs 
and b rok e r s  o f  Knox County by the c reation o f  a l ow and 
mode rate i nc ome hous i ng ma rke t. 
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CHAPTER I 
I NTRODUCTION 
I .  BACKGROUND O F  THE PROBLEM 
Home is the most tangible and desirable of 
possessions . I t  pays dividends in services 
rendered , and not the least of these are the 
psychological (sentimental , if you pr�fer) 
satisfactions which lie deep in the roots of human 
nature . I t  is no less important now than in ages 
gone by for people to have their own " vine and fig 
tree , " their own bit of this earth , where they are 
at least to some extent masters of their fate . 
From a broader social viewpoint homeownership 
provides an assurance of permanency , which has value 
in neighborhood , in one's church , in one's job . It 
means standing among neighbors , good credit , 
permanent relat ionships with one's fellows . It means 
a greater interest in local government and in meeting 
the problems which affect everyone of the nations 
citizen's . ! 
Although the above quote was made following World War I I , 
there are many who still feel just as strongly about home 
ownership and the values which it engenders for people . In. 
short , home ownership has long been an American ideal--almost 
as sacrosanct as motherhood and apple pie . The United States 
in fact has been described as a nation of home owners . While 
it is true that most middle and upper-income families own 
their own homes , it is also true that most poor ones do not . 
1Dorothy Rosenman , A Million Homes a Year (New York: 
Harcourt , Brace and Company ,  1945), p. 247. 
1 
2 
By 1968 , almost two-thirds of all American families owned 
their homes (in large part because of the federal government's 
commitment to the Federal Housing Administration (FHA) 
mortgage insurance programs) . However , over half of all· 
Americans with incomes under $ 4 , 000 were renters . For example , 
in 1966 , only 1 percent of all mortgages awarded under FHA 
2 
Section 2 0 3 , went to families with incomes under $ 4 , 000 . 
With th� passage , however , of the 1968 Housing and Urban 
Development Act , a new program , Section 2 35 ,  was designed 
specifically to assist low income people to purchase their 
own home . 
The program involves subsidy payments which reduce the 
interest to be paid by the home owner . The amount of the 
subsidy varies with the income of the family , as well as the 
total amount of the mortgage payment at the private market 
interest rate . The Section 2 35 program relies on the private 
sector for the construction and fin ancing of the housing units . 
The assistance to families under the program is directed at 
reducing the interest rate to as low as 1 percent .  T o  qualify 
under the program a family must meet certain income limits 
established by the Federal Housing Administration . 3 
2 ayron Fielding , " Homeownership for Low Income Families , "  
Journal of Housing , (June , 1969) , 2 78-279 .  
3 Further details about the requirements and functions of 
the Section 2 35 program are found in later chapters of this · 
thesis . 
I I . STATEMENT OF THE PROBLEM 
3 
In order to implement the Section 2 3 5 program , the 
federal government joined with private ·enterprise for· 
producing housing units for the low income segment of the 
population . The Section 2 3 5 program , created through the 
Housing Act of 196 8 , was designed to provide home owne·rship 
opportunities for poor Americans . · With the federal .government 
using the subsidy technique and the private sector housing 
industry building ,  selling , and financing the units , the 
nation reestablished the goal of " a  decent home and a suitable 
living environment for all Americans . " This thesis explores 
how well the private sector housing �ndustry , in one local 
market , Knox County , Tennessee , responded to the Section 2 3 5· 
program . Was the program to be a way of providing home 
ownership for low income families , or instead did t�e program 
provide a boon to the builders , developers , and real estate 
brokers? 
I I I . PURPOSE AND SCOPE OF THESIS 
The purpose of this study is to examine the role of the 
private housing and home finance industry in the operation of 
the Sectjon 2 3 5 home ownership program in Knox County , 
Tennessee , during the period 1969-197 3 .  An assessment is made 
of the various roles and responsibilities of th� private 
4 
s e c tor part i c ipants in the pro gram , the s ucce s se s  and fa i l ures 
i n  the opera t i on o f  the program , and the overa l l va l ue o f  t he 
pro gram to the private s e c to r  part i c ipants a s  we l l  a s  the low 
and modera te income people o f  Knox Coun ty . 
Thi s the s i s  uti l i ze s  the l arge s cale or " package- type " 
s ubdivi s io n  de ve lope rs to a s s e s s  the impac t  o f  S e c tion 23 5 and 
to e xp lore the proce s s  o f  the Se c t i on 23 5 program . The the s i s . 
s cope i s  l imi ted to the s e  l arge s c a l e  s ubdivi s i on deve lope rs 
and b ui l de�s o f  new ho us ing . E xc l ude d there fore i s  the 
s cat te re d  lot type bui l ders o f  S e c t ion 23 5 hous ing . Al s o  
e xc l uded from the s cope i s  the re hab i l i tat ion a s pe �t s  o f  the 
program . 
I V . RES EARCH DES I GN AND METHODOLOGY 
The materi a l  gathere d  an d uti l i z e d  in thi s  the s i s  
repre se n t s  re searc h  conduc ted b y  the autho r  from 1969 t o  197 1 
whi l e  a s tudent a t  the Graduate S choo l  o f  Pl anni ng . The 
mate ria l  was late r updated so a s  to allow for a view o f  the 
S e c t ion 23 5 program from i t s  inception in Knox County to i t s  
demi s e  aro und 197 3 . 
The in forma t i on �nd data in thi s the s i s  we re deri ve d  
uti li z in g  the fo l lowing s ourc e s  an d me thods :  
1 .  Pe rsona l inte rviews we re conduc te d with the bui l de rs , 
deve lopers , broke r s  and mortgagee s invo lve d with the .s e ven 
s ubdi vi s i on s  s e l ling home s in Knox Coun ty under the S e c tion 
2 35 program . The sca tte re d lot con s truc t ion an d s a le o f  
Sec tion 2 35 hou s ing we re n o t  e xplore d �n thi s  t he s i s . 
5 
The bui l de rs , deve lope rs , an d brokers chos e n  for 
interviews we re the key pa rticipants in the s e ven Kno x  Coun ty 
s ub di vi s i ons o f : Northbrook , Southbrook , Mi ddl ebrook , 
Woo dme re We s t , Hunti ng H i l l s  We s t , Canby H i l l s , an d Hi dde n  
H i l l s . The manage ment people were di scovere d by wo rd o f  
mo uth from other buil ders an d de ve lope rs , a s  we l l  a s  through 
newspaper a dverti seme nts in the c l as s i fie d sec tion of the 
newspape r s . 
Si nce there we re only s eve n sub divi s ions invo l ve d i n  th i s  
s t udy ,  t h e  bui l ders , de ve lope r s , broke r s , an d mortgage e s  we re 
not source d in o r der to protec t the con f i dent i a l i ty of the i r  
s tatements . Th i s  reque s t  for c on f i dential i ty wa s ma de by 
al l th e persons in te rviewe d in the cour s e  o f  the author ' s  
re search . 
The pe r s onal in te rviews o f  the se large sca le or " package ­
type " s ub divi s ions con sti tute the pr imary s ource o f  
in formation f o r  the author conce rni ng the Sect ion 2 35 
operation i n  Knox Coun ty .  Other s ource s uti l i ze d  inc l u de 
the use of l i brary re feren ces s uch a s  book s , ma ga zi ne s , 
pe �i o di ca l s , a n� profe s s i onal j o urna l s . A s outce ot much 
of the ·data on the Se c t ion 2 35 program was obta i ne d  �rom the 
re cor ds o f  the Fe deral Hous i ng A dmin i s tration o f f i ce in ·  
K noxvi l le . 
6 
A combination o f  approache s  we re u s e d  in the de ve l opment 
o f  thi s s tudy . Primari ly u s e d  are the de s c riptive , 
e xplora tory , and case s tudy te chnique s . 
'CHAPTER I I  
HI STORI CAL PERSPECTI VE OF NATI ONAL HOME OWNERSHI P  
I .  BACKGRO UND OF THE FEDERAL ROLE I N  HOUSING 
The first major piece of federal housing legislation was 
the National Housing Act of 193 4 . It was passed during the 
depression to stimulate construction and employment ,  as well 
as to support the mortgage market. The Act also created the 
Federal Housing Administration to insure long-term , low 
down-payment mortgages to private individuals ,  thereby making 
possible home ownership possible for moderate income families . 
Further , the Act established the Federal Savings and Loan 
I nsurance Corporation , spurring the growth of savings and loan 
institutions ,  which now provide the bulk of private mortgages . 
Finally , the National Housing Act authorized the charter of 
secondary mortgage purchase associations . This type of 
agency eventually came into being , called the Federal National 
Mortgage Association .(FNMA) , which provides a secondary 
national market for mortgage paper , increasing the supply in 
areas lacking their own institutions .  In effect , these 
measures were designed to increase and more equally distribute 
the flow of private funds in�o housing and thus extend the 
poss�bility of home ownership to moderate income families . 
7 
8· 
By contra s t , t he .Hous ing Act o f  1 9 3 7  init iate d the f i rs t  
true " s ubs i dy "  program -pub l ic hous ing . I t  author i ze d  ann ual 
fe deral con tributions to amorti ze the cap i tal cos ts o f  
pub l i c l y  owne d hous ing bui l t  b y  local agencie s . The fe de ral 
con tr i bu t ion a l l owe d re nts to be re duce d so th at fami l ie s  
otherwi s e  unable to a f for d a dequat e she l te r  coul d be prope rly 
hous e d. 1 
Much o f  the pub l i c  hous ing de ve lope d be fore the war was 
late r conve rte d to mi l i tary u s e . Afte r the war ,  ve te ran s -
we re give n  p re ference , an d wi th pro spe ri ty , mos t ·o f  the 
occupants incre a s e d the i r  income wi th many moving on to 
pri va te hous ing�  The Ve te r an ' s Admini s tration a l s o  launc he d  
its mortgage gua rantee program i n  1 9 4 4 , provi ding long term 
home mortgage s with no downpayment . Th ese combine d 
de ve lopme n ts s eeme d  to i n di ca te a s h i f t  in nat ional hous ing 
po l i cy , wi th i nc rea s in g  empha s i s  on the nee ds o f  mi ddle an d 
upper-in come famil ie s . But with pas s age o f  the Hous ing Ac t . 
o f  1 9 4 9 ,  the s it uat ion was reve rse d an d hous ing programs were 
re di recte d to l owe r income fami l ie s . 
The· Hous i n g  Ac t o f  1 9 4 9  f i r s t  de c l are d the nat iona l goal 
of a " decent home an d a s ui table l i vin g environment for e very 
.Z\.meri c an family . "  Th i s  goa l wa s backe d by the autho ri zat ion 
o f  1 3 5 , 0 0 0  un its o f  publ i c  hou s i n g  fo r e ac h  o f  the next s i x  
1 Rob er t  Taggart I I I , Lo w- I ncome Hous ing : A C ri tique o f  
Fe de ra l  A i d, ( Ba l timo re : The Johns Hopk i n s  Pre s s , 1 9 70) , p .  1 2 . 
9 
years, or a to ta l of 8 1 0,0 0 0  units . 2 Citie s were given grants 
and loans fo r urban renewa l, with empha sis placed upon 
· improving th e total environment a s  we l l  as building new 
ho usin g . 
Urban renewal and una s sisted con s truc tio n  became the 
foc us of th e fede ral housing effo rts in the 1 9 5 0's . The 
Housing Act of ·1 9 54 required tha t communitie s with·public 
housin g  proje c t s  prepare a workab l_e program for community 
improvement which woul d link pub lic housing and renewa l more 
close ly . The 1 9 54 l e gis l ation a l s o  re charted the FNMA, givin g 
it spe cial a s sis tance funds to purchase mo rtgage s when no 
private buyers could be found . Urban renewa l ac tivity wa s 
'high, and an enormo us vol ume of re lative ly low-c o s t  housing 
wa s produced unde r the FHA and VA in s urance programs, 
divertin g atten tion away from th e housing s ubs idy programs . 
Howeve r, in 1 9 5 9, a direct l oan program wa s created 
providing funds to nonprofit sponsors of ren tal housing for 
the e l de rly . This ma rke d the fir s t  reco gnition of the 
sepa rate nee ds . of the e l der l y . It was a l so the firs t us e of 
th e be low-marke t-inte re s t  rate or BMIR s ub sidy technique in 
which loans are ma de a t  le s s  than the ma rk e t  rate --in this 
case, at the lowe r fede ral borrowing ra te . 
2rbid . . , p .  1 3 . 
1 0  
The empha s i s  o n  s ubs i dy ·programs con tinue d i n  the 1 9 6 0' s ,  
an d bec ame the prima ry te chn ique o f  the fe de ral hou s i ng 
. 3 e f for t . The · Hou s ing Ac t o f  1 9 6 1  i n i t i a te d a s s i s t ance for 
fami l i e s with an .income too h i gh for pub l i c hous i ng , ·but too 
l ow to a f for d a dequate private she l te r  un der the 2 2 l ( d) ( 3 )  
program . Through the FN MA, the fe de ral gove rnment f un de d  
BMI R  loan s  t o  s ponsors o f  ren tal hous ing i n ten de d  for fami l i e s  
f a l li n g  i n  thi s income gap . The inte re s t  wa s s e t  a t  the 
· fe de ra l  borrowin g  rate s  as wa s done un der the 1 9 5 9  l oan 
prog ram for hous i ng for the e l de r ly .  
By 1 9 6 5 , the cos t  o f  fe de r al borrowing ha d incre a s e d to 
s uch an e xtent tha t  the e arlie r BMI R  programs len ding �t thi s 
rate coul d not pro vi de an a dequate s ub s i dy to s e rve their 
inten de d  c l iente le s . Pr imar i l y  a s  a re s ul t o f  thi s  · prob l em , 
the -Hous ing and Urban De ve lopmen t  Ac t o f  1 9 6 5  s e t  the inte re s t  
un de r  the s e  programs at 3 perce nt . The s ub s i dy th ere fo re 
be came the di fference be twee n  inte re s t  payments a t  thi s rate 
an d tho s e  at the h i gher marke t  rate . The 1 9 6 5 Hou s i n g  Ac t , 
howe ve r ,  ha d a .more far-reach i n g  impac t ,  by creating two 
ma j or subs i dy programs to be a dmin i s t ere d by the newly 
create d Departme n t  o f  Hous ing an d Urban De ve lopme n t  ( H UD ) . 
Un der the S e c t ion 2 3  lease program , annua l con tribution s we re 
pro vi de d  to loc a l  a genc i e s  for the le a s e  of priva te dwe l l ings 
3 Ibi d. , p .  1 3 . 
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whi c h  wou l d  be occupied by p ubl i c  hou s in g  te nants . Sec �nd , 
payme n t s  we re autho ri zed to be pai d by FHA to nonp ro f i t  and 
l imi te d -dividend spon sors of l ow- i ncome hous ing . T he s e  two 
s ub s idie s we re de s i gned to make up t he d i f f e rence be tween a 
f i xe d  pe rc e ntage o f  an occ upant ' s  income and t he go ing 
ma rket rent .  T he two programs o f  t he 19 6 5  Hous ing Ac t 
i n c re a s e d  t he invo l ve �ent o f  t he pri va te s e c to r  in hou s i n g  
lowe r income fami l ie s , whi le a l s o  c reating an a l te rn a t i ve to 
di re c t  BMI R  loans w hi c h  ha s t he e f fect of tying up l a rge 
amounts of fede ral f unds . B ut whi le a l l  o f  t hese new housing 
p rograms we re to o f fe r.an alternat ive to p ubl i c  hous ing , none 
o f fe re d  a p os s ib i l i ty of ho rne owne rs hip . 
I n  19 6 6 , t he aut ho rs o f  t he Demon s t rat ion C i t i es and 
�e t ropo l i tan ·De ve lopment Ac t ,  re cogni zed t hat ho using a lone 
could not s ol ve urban p roblems . The Ac t t here fo re wa s 
foc us e d  on a spe c t rum o f  needs . T he Act did , howe ve r, 
introduce � spec i f ic p rogram ( Se c t ion 2 2 l ( h) )  f or t he 
re hab i l i tat ion o f  p rivate hou s i n g  to be s o l d  to low income 
fami l ie s , p ro vidin g  di re c t  loan s at a 3 pe rcent inte re s t  
rate . T hus t hi s  e xtended the re hab i l itation loan and gran t 
p rog rams initi ated in 19 6 4  and 19 6 5 . B ut mo re impo rtantl y, 
it wa s t he fi rs t  di re c t  p i e ce of l e gi s lation aime d at 
as s i s tance . to low an d mode rate income fami l ie s  for horne 
h. 4 owne rs 1.p . 
4 By ron: Fie l din g , " Ho rne owne rs hip fo r Low Income Fami l ie s , "  
Jou rnal o f  Hous ing ,  ( June 19 6 9 ) , 2 7 9 . 
II. THE HOUSING ACT OF 1968: BASIS 
FOR SECTION 2 35 
12 
All of the previously mentioned national legislation led 
up to the Housing and Urban Development Act of 1968 . Like 
the 1965 Act , it placed.increasing reliance and importance 
o� the private sector for provision of housing . It also 
sought to avoid direct federal loans . In the 1968 Act a new 
assistance techn ique was introduced , the interest subsidy· 
payment to the private financial sector . Thus reduced .the 
effective interest rate pa id by the nonprofit or limited-
dividend sponsors of low-cost housing . Two programs were 
in itiated which utilized this technique , one subsidizing 
loans to sponsors of rental housing for low-income families 
(Section 2 36) and the other assisting low and moderate income 
home buyers (Section 2 35) . · Also created under the 1968 Act 
was the Government Nat ional Mortgage Association (GNMA) to 
replace the FNMA . The FNMA was made a private corporation , 
while the GNMA took over the special assistance functions .  
The effect of all this was to provide a separate source of 
mortgage financing for the subsidy programs an d to give them 
a greater degree of independence from conditions in the 
private housing markets . Finally , the HUD.Act of 1968 
established a ten-year production goal of 2 6  million housing 
un its , including 6 million to be supplied under the newly 
created subsidy programs . The Act directed HUD to prepare 
13 
an ann ua l hous i ng repo rt fo r t he p re s i dent deta i l in g .  p rograms 
towa rd re a c hing t hi s  goa l and to se rve as a ba s i s  fo r furt he r  
1 . 1 . . 5 e g 1 s  at1ve act1on . 
Purpo s e s  
I I I . THE SECTION 2 35 HOME OWNERSH I P  P ROGRAM: 
.GENERAL PURPOSES AND P ROVI S IONS 
As poin te d  out a l re ady , · t he Hou s in g  Ac t of 19 6 8 ,  whe n  
fin al l y  pa s s ed , " move d fede ral hou s i ng into t he p ri vate 
6 ma rke tplace . "  T hi s  i s  t he ma j o r  t hrus t o f  t he ' 6 8 
l e gi s l at i on . 
Duri n g  the pa s t  30 ye a rs , fo r e ve ry d we l l i n g  un i t  bui l t  
i n  t he s ub s idi ze d  are a  by t he p ri vate s e c to r, t he re have 
be en 12 un i t s  bu i l t  t hroug h the Fede ral Hous ing Admi n i s t ration . 
Some pe rs ons have s a i d  t hat i f  t he nat ion i s  goi n g  to p roduce 
s i x  mi l li on new l ow i ncome housin g un i ts by 19 7 8 , t he pace o f  
hous i n g  de ve lopment mus t b e  s teppe d up. The ide a  be hi n d  the 
Sec t ion 2 35 p rog ram ( c reate d  by the ' 6 8 Hous i n g  Ac t )  i s  to 
use fede ral f unding a s  a " c atalys t "  to c reate greate r p rivate 
fund ing . 7 
5 Na t ion al Commi s s ion on Urban P robl ems, B ui lding T he 
Ame ri can C i ty ( Wa s hi ngton , D . C . : Gove rnme nt P rinting Of fi ce , 
De cembe r 19 6 8) , pp . 17 3-17 9 .  
6 Jo hn Mc Mahan , " An Opportun i ty fo r Pri vate Capital i n  
t he Hous ing Ma rke t , " P ri vate Capi tal and Low- I nc o ine Hous ing 
( Wa s hi n gton , D . C . :  Nonpro f1 t  Hous in g  Cente r, 19 7 0) , p .  1 0 .  
7 I b i d . , pp . 10-11. 
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A second reason for passage of the Section 2 35 home 
ownership program was a concern that the 2 2l (d) (3) program 
h. f '1' 8 was not reac 1 ng poor am1 1es . For example , in 1968 
approximately 14 percent of the families in the United States 
earned less than $ 3 , 000 a year , approximately 14 percent · 
earned $ 3 , 000 to $ 5 , 000 a year , and approximately 18 percent 
earned $5 , 000 to $ 7 , 000 a year . Assuming that those families 
below· $ 3 , 000 are the responsibility of the Public Housing 
Programs , and that $ 7 , 000 represents the minimum income for 
private housing , this places about 3 2  percent of the families 
in the United States in the "twilight" range between public 
and private housing . Through December of 1968 , Section 
221 (�) (3) housing had appealed to a median income range of 
9 
approximately $ 6 , 000. Therefore , one of the major 
objectives of the 1968 legislation was to develop a program 
which could capture those persons in the $ 4 , 000 ·to $6 , 000 
income range because the low to moderate income families were 
not being reached by the existing federal housing �rograms . 
In addition , another major purpose of the 1968 
legislation was to extend home ownership on a much broader 
scale in the $ 4 , 000 to $6 , 000 income range . The brief 
success , for exampl� , of the Section 2 2 1 (d) (3) program had 
led many people to believe that the program could be exp�nded . 
8 rbid . , p .  11 . 
9 . Ibid . , p .  11 . 
The ove r a l l  goa l  o f  the S e c t ion 23 5 program was to 
increase the s upp ly of low co s t  hous ing s to ck rathe r th an 
mere ly tran s fe r  owne r s h ip o f  e xi s ting uni ts to l ow in come 
fami l ie s . I n  fac t ,  spec i fi c  l imi ts we re o r i g in a l ly s e t  on 
the porti on s of contra c t  a uthority whi ch wou l d  be u s e d  for 
e xi s ti n g  hous ing--not more than 25 pe rcent through f i s ca l  
1969; 1 5  percent i n  f i s c a l  197 0 ;  and 1 0  pe rcent i n  f i s c a l  
1 5  
19 7 1 . Af te r  that , al l as s i s te d  uni ts we re to b e  new , e xcep t  
i n  tho se cas e s  whe re they coul d not b e  provi de d 
. 1 1  1 0  e conom1.c a y .  
Provi s i on s 
The S e c ti on 23 5 program provide s no funds for the 
con s t ruc tion o r  rehab i l ita ti on o f  a home . Wha t  i s  
appropri a te d  a re mon i e s  whi ch go towards re duc in g  the i n te re s t  
an e l i gible fami ly wo ul d norma l ly pay o n  a FHA- in s ure d 
mor t gage l o an from a p riva te l e ndin g i n s t i tution . The amount 
of the i nte re s t  rate s ub s i dy depends i n  each c a s e  on fami l y  
income , t h e  s i z e o f  the mortgage , a n d  the inte re s t  r a t e  o n  
FHA- i n s ured l oans a t  the time the mortgage i s  e xe cute d . Wi th 
the s ub s i dy , whi ch i s  pa i d  by FHA to the lending in s t i tution , 
a family may pay a s  l i ttle a s  1 percent inte re s t  o n  the 
1 0 " Federal Hous ing Admi n i s tration ' s  S e c t ion 23 5 , " Journ a l  
o f  Hous ing ( June , 1969) 28 1 .  
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mortgage loan . . As the family income rises , the subsidy is 
reduced . The subsidy ceases altogether when the family is 
able to pay the full rnortciage interest rate , insurance , and 
property taxes without exceeding 2 0  perc�nt of their total 
income . However , maintenance costs , heat , water , and other 
utilities are not included in determining the size of the 
interest-rate subsidy . Thus , a family could probably 
purchase a horne under Section 2 35 for about the sa�e monthly 
costs as if they were to rent a horne under the Section 2 36 
program rental subsidy program . 
The 2 0  percent income limitation is not firm , however . 
The FHA may approve mortgages for some families that might 
have to pay more than 2 0  percent of incomes even with the 
maximum interest-rate subsidy . As an example , if a family 
had regularly been paying 35 percent of their income for 
rental housing , the FHA might approve a "2 35" mortgage , 
especially if the monthly mortgage payments would be less 
than the family had been paying in rent . The _FHA.policy i� 
also to stretch the 2 0  percent limit if it would enable a 
family to move out of·substandard housing and into new 
housing . 
In order for a family to be eligible for subsidy 
assistance , the family income must not exceed 135 percent of 
the maximum income limits for their community . However , in 
the case of persons displaced by urban renewal or other 
17 
pub l ic p rograms , t he l imi t i s  9 0  pe rcent of t he maximum for 
re ntal hou s i n g  fin an ced unde r t he S e c tion 2 2 l ( d )  ( 3) below 
ma rke t inte re s t  ra te program fo r mode rate income fami l i e s . 
To de termine i ncome fo r qua l i ficat i on purpos e s , a fami ly 
may de duc � $300 fo r eac h depende �t c hi l d  unde r 18 years of 
age . 
A family qua l i fying for t he S ec t ion 2 35 program mus t  
have t he i r  income re ce rti f ie d  e ve ry two .years by t he 
financ ial lende r, w ho gave t hem t he i r  mo rtgage . Howe ve r, a 
fami l y  may app l y  for re ce rt i f icat ion a t  any time in t he 
e vent o f  a de c l i ne in income , add i t iona l  dependent s ,  o r  i f  
an incre a s e  in p rope rty taxe s occ urs . 
Mo rtgage s wri tten fo r t he Sec tion 2 35 program a re fo r 
100 percen t  o f  t he purc ha s e  c o s t  and a re gene ra l l y  amo rt i ze d  
fo r 3 0  years , a l t hough s ome may b e  e xte nde d t o  4 0  years , i n  
ce rta in c i rcums tance s .  Fami l i e s  qual i fying unde r Sec tion 2 35 
a re req ui re d  to make a sma l l  paymen t at the time o f  c lo s in g  
t o  cove r t i tle ins urance and o t he r . cl os ing co s t s . An 
addi t i onal c harge i s  a l s o  levied fo r t he admi ni s t rative 
handl in g  of t he loan . Thi s amo un ts to about $35 . 00 pe ·r mont h  
on a typ ical mo rtgage loan . 
T he maximum mo rtgage t hat FHA w i l l  ins ure unde r 't he 
· sec t ion 2 35 program i s  $18 , 000 ( $15 , 000 unde r t he o ri ginal 
l e g i s lation ) . I n  hig h  c o s t  a rea s ,  t he mo rtgage c an be 
e xtende d  to $2 1, 000 ( $17 , 5 00 o ri gina l ly ) . An add i t i onal 
$ 3,0 0 0  can be provide d fo r 4 be droom home s purchased by 
familie s of five or more per s on s . 1 1  
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A mo re de tailed de sc ription of the de sign of the Section 
23 5 program, how it work s, and e xample s.of the subsidy 
provision wil l  be discus sed in Chapte r IV . 
1 1 u . s .  Depa rtment of Housin g  and Urban Deve lopme nt, 
Fede ral Housing Adminis tration, Homeowne rship for Lowe r Income 
Familie s (Sec tion 2 3 5), HUD Handbook FHA-4441.1, (April. 
1970), pp . 1 - 1 1 . 
CHAPTER III 
PRIVATE SECTOR ROLES IU THE OPERATION 
OF THE SECTION 2 3 5 PROGRAM 
I. CONCEPTUAL OVERVIEW OF HOUSING INDUSTRY ROLES 
The Housing Act of 1949 state� as one of its major 
policies: " private enterprise shall be encouraged to serve 
as large a part of the total needs as it can . " 1 
This was only the beginning of policy statements aimed 
at enlisting help and assistance from the private sector in 
providing housing needs for the public . Not until the 
Housing Act of 1968 did the federal government design a 
housing program that was tantamount to creating a housing 
market for the private sector--specifically the Section 2 3 5 
program . The following is an overview of the abstract roles 
of the housing industry (viewed in general terms) . 
The housing industry , . . .  is not a clear-cut 
entity like steel-making or textil�·manufacturing , 
in which the operations of any single firm are 
under continuous management control. It is'· in 
fact , a heterogeneous aggregation of more or less 
related industries , government bodies� fin�ncial institutions , and labor unions . . . .  
1James H .  Boykin , " Changing Roles of Governmental and 
Private Enterprise in Low-Income·Housing , "  The Appraisal 
Journal (January , 1970) , 18. 
2 Martin Meyerson et al . , Housing People and Cities (New 
York: McGraw-Hill) , pp . 104-105 . 
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The Role of the Builder 
The Federal Housing Administration administers 
the . . . 2 3 5 Homeownership program and the major 
. rental programs involving private ownership . A 
. . .  builder earns profits under Section 2 3 5 in 
essentially the same way he earns them when he 
builds and sells conventional houses . The builder 
prepares plans and has them approved by FHA prior 
to the beginning of construction . On completion , 
the units are sold to qualifying purchasers . .  
If the builder is efficient , this price should 
include a fair pro�it . 3 
2 0  
After all, " Bui�ders are businessmen whose prime objective is 
to build and sell houses at a profit . " 4 
The Role of the Real Estate Broker 
Most . . . (brokers) serve as intermediaries at 
the beginning of the housebuilding process by 
assembling a site and negotiating its sale to an 
individual or a . . . builder, arid at the end of 
the process , by servicing the market for the sale 
of houses to consumers . The (buyer) depends upon 
the broker for information about the characteristics 
of a dwelling , its relative value, the soundness 
of its construction , its conformity to codes and 
ordinances, the characteristics of the neighborhood 
in which it is located , and even the sources of 
funds by which it can be financed . . . .  The typical 
brokerage is a one- or two-man opera�ion . Rarely 
is it as large as five . Large scale (builders and) 
developers typically bypass brokers and sell their 
houses through salesmen employed on a salary basis . 
Other . . . builders retain brokers on a fee 
basis . . . .  5 
3 The Report of the President's Committee on Urban 
Housing , A Decent Home (Washington , D . C . :  U . S .  Government 
Printing Office), p. 79 . 
4Twin Cities Metropolitan Planning Commission , Selected 
Determinants of Residential Development (Minneapolis: •rw1.n 
Cities Metropolitan Planning Commission) p .  15 . 
5 Meyerson, op . cit . , pp . ,110-111 . 
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In short , what does a real estate broker have to offer 
the buyer of a home? 
First , the broker knows the intracacies involved 
in dealing in what is one. of the most complex of 
commodities . He understands title transfer , finance , 
and dozens of local.peculiarities such as �axes , 
utility rates , zoriing laws , building codes , etc . 
The second kind of expert knowledge which the 
broker has and makes available to his clients in 
knowledge of the market . . . . He knows values 
because he keeps constant track of what property 
is selling for . . . . 
Finally , the broker and his salesmen are experts 
in the marketing of the property they undertake to 
sell for their clients . . .  6 
The Role of the Lender 
The lender is in business to make a profit with 
a minimum of risk . Fundamentally , he provides a 
service and the necessary financing for the whole 
housing industry and the (buyer) . The lending risk 
does not usually depend upon the builder selling his 
house to the (buyer) but upon the (buyer) continuing 
to meet his obligations . In addition , the lender is 
concerned that the property maintain its value over 
a long period of time in the event that foreclosure 
might become necessary . This is somewhat the 
converse of the builder who generally is not directly 
involved with the house after its sale . (Also , )  ·when 
the lender invests money in construction loans and 
land 'development loans , he is concerned with the 
ability of the builder to market the products . ? 
" In contrast to the building industry , the lending field 
is very articulate and highly organized with segments of it 
extremely influential on national housing policies . "
8 
6clayton C .  Curtis , Real Estate for the New Practitioner 
(Gainsville: B-J Publishing Company, Inc.) , pp. 4-5. 
7Twin Cities Metropolitan Planning Commission , op . cit . , 
p .  17 . 
8 Ibid . 
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There are four principal 
·
financ�al institutions 
which are involved in providing mortgage money on 
homes . These are (1) savings and loan associations , 
(2) life insurance companies, (3) Commercial banks , 
and (4) (mortgage bankers) . 9 
Savings and loan associations . . . are the most 
important lenders on single family homes . . . .  Over· 
8 0  percent of their total ass·ets are committed to 
mortgages on such property . lO_ 
2 2  
Life insurance companies are , of course , primarily 
engag€d in selling life insurance to people to provide 
protection for families and dependents . In the course 
of this work , however , the companies collect premiums 
which greatly exceed what they are paying out in any 
one year . This money which belongs to their policy 
holders must be invested in as safe a fashion as 
possible and with a view to earning as much as the 
investment can within the safety limitations . In 
general , they are also interested in relatively long 
term investments which will not require ·continuous 
re-investing . Mortgages fit these requirements 
nicely and life insurance firms have , since their 
inception in this country , been heavy investors in 
mortgages . Approximately 34 to 35 percent of their 
enormous assets are so invested . . . .  (In particular) , ­
in the residential sector the insurance companies 
have been heavy participants in the FHA and VA 
program , particularly in the case of loans acquired 
through mortgage bankers . ll · 
Commercial banks are the f.inancial institution 
that the average person thinks of when he thinks of 
a bank . . . .  The commercial bank can be distinguished 
from all other financial institutions in that it is the 
only one which is allowed to have demand deposits . 
commonly cal led , checking accounts . 
As commercial banks moved into the twentieth 
century many of them began to acquire , �n addition to 
their checking accounts , time deposits . . .  commonly 
called savings accounts . In ef fect , what happened 
was that these institutions began to build savings 
banks within the commercia l bank . These kinds of 
accounts are much more stable than checking accounts 
since people tend to put money in these accounts and 
·g Curtis , op . cit . , p .  74 . 
10Ibid . , p .  76 . 
!�Ibid . , p .  78 . 
le ave i t  o ve r  s ub s tantial pe riods o f  t ime . Be cause 
t he y  we re more stab le , banks could a f fo rd to make 
mo re lon g  te rm k inds o f  loans whe re t hey he l d  l a rge 
savi n gs accoun ts . T hi s  of course , include d 
mo rt ga ge s . l 2  
F i na l ly , t he mo rtgage banke rs b uy mo rtga ge s fo r o t he r  
in s ti tuti on s w hi c h  have funds t o  inve s t , s uc h  a s  for l i fe 
2 3  
in s urance companie s .  The mo !tgage banke r pl ays an impo rtant 
mi ddleman ro le in p roviding f unds fo r t he bui l di ng and 
pu rc has i n g  of home s ,  as wi l l  be pointe d  out in a late r . 
c hapte r. 
T he Rol e  of t he FHA 
Although not a pa rt o f  t he p ri vate s e c to r  ope ra t ion, t he 
FHA doe s p l ay a ve ry i mp ortant ro le i n  the admini s trat ion o f  
t he Se c ti on 2 35 p rogram be cause i t  i n s u re s  mo rtgage s . T hus , 
a me nt ion of t he i r  ove ra l l  re spon s ibi l i ty i s  made here . 
T he FHA i s  mo s t  o ften a s soc iate d  w i t h  t he lendi rig or 
f i na nc i a l  f ie ld s ince FHA e ncou rage s lending in s t i tution s 
to i n ve s t i n  FHA mo rtgage p rograms . T he FHA t hus in f l uenc e s  
t he l ending in s ti tutions t hrough the hou s i n g  po l i c i e s  o f  the 
fede ral gove rnme n t . A l s o ,  t he FHA i s  re spon s ible for 
prope rty app ra i s a l s and mortgage ri sk rul e s  and is t he re fo re 
in c l o s e  conta c t  wi t h  bui lde rs, rea l  e s tate b rok ers , and 
le ndin g insti tut ion s in t he cou rse o f  admin i s te ri n g  t he 
va rious FHA programs . 
12 I bi d . 
Al l FHA financial hous in g--s ub s i di zed a s  we l l  
a s  non �s ubs idi zed--i s  ma rkete d  t hro ugh p rivate 
c hanne l s . Eve n  whe re t he re i s  a de faul t unde r an 
FHA mo rtgage and t he FHA acqui re s  t he p rope rty , i t  
. i s  managed and s o l d  by private real e s ta te �roke rs . 
I n  's ho rt , t he 2 35 p rogram l ike o t he r  FHA- in s ure d  
ho us i n g  p ro grams wa s de s i gned no t a s  a di re c t  
Fede ral l e n d i n g  or con s t ruc t ion p rogram b u t  as a 
me c han ism fo r en couraging t he p ri vate hou s i n g  an d 
home f i nance ( indus try )  to p roduce , fi nan ce , ·and 
make available hou s i n g  fo r low and mode ra te -i ncome 
fami l i e s . T he s ucce s s  o f  t he p rog ram de pends on 
t he wi l l i n gne s s  of p rivate ente rp ri se to 
pa rtic ipate . l 3  
T he re fo re , g1v1ng the p riva te hous i n g  and home 
financ e indus t ry p rima ry re spon s ib i l i ty fo r ope rating 
t he 2 35 p ro g ram, includ i n g  p ub l ic i zi n g  t he . 
· 
ava i labi l ity o f  2 35 f in an c i n g  and so l ic i t in g  
pote n t i a l  2 35 buye rs , wa s ve ry muc h  in keep i n g  wi t h  
FHA t ra di t ion . T hat i s , un de r S e c t ion 2 35 ,  FHA 
confine d i t se l f  e s senti ally to t he s ame rol e  i t  
play s  i n  a l l  i t s  s i ngl e family i n s u rance p rograms -­
app roval o r  re j e c t i on o f  mo rtga ge i n s u rance appl i c a­
t i on s  submitte d to FHA by app rove d  l en din g 
i n s t i tution s . l 4  
2 4  
. Thi s brie f ove rview o f  t he conceptual rol e s  o f  bui lde rs , 
rea l  e s t ate b roke rs , an d le nde rs i s  intende d  to .s e rve a s  an 
i n t roduc t ion to t he Hous i n g  I ndus try i n  gene ral . The 
remainde r o f  t hi s  c hapte r de l ve s  i n to t he a c tual ope rat i on o f  
t he pri va te s e c to r  Hous in g In dus try i n  Knox Co unty , Te nn e s s ee ,  
in te rms o f  i ts parti cipat ion i n  t he 2 35 home owne rs hip 
p rog ram f rom 19 6 9  to 19 7 3. 
13uni te d  S tates Commi s s i on on C i vi l  Rig hts , Home 
Owners hip fo r Lowe r I n c ome Fami l i e s  ( Wa s hington · , D . C . :  U . S .  
Gove rnmen t  P ri n ting O f �ice , 19 7 1) , p .  7 8 . 
14 Ibi d . 
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I I . PRI VATE SECTOR PART I C I PANTS IN . 
S ECTION 2 3 5  I N  KNOX COUNTY 
Major 2 3 5  S ubdivi s ion Deve loper s/Bui l de r s  
The new la rge Kno xvi l le s ubdivi s ions i n  wh i ch many home s 
were bui l t  to be s o l d  unde r the ·section 2 3 5 p ro gram are : 
Woodme re We s t , H unting Hi l l s  We s t , Southbrook , Northbrook , 
M�ddlebrook , Canby H i l l s , and H i dden Hi l ls . Al tho ugh not a l l  
o f  the hou s in g  i n  the s ubdivi s ions we re s o l d  unde r S e c t ion 
2 3 5 , the majo r i ty in mos t  cas e s  we re o r i gin a l ly p urcha s e d  a s  
s uch . The ma in·rea s on mo s t  large s ubdivis i on s  we re cho sen 
fo r s tudy wa s to e xp lo re th e " package " type proce s s e r  of 
" 2 3 5 "  ho us i ng .  Thi s  re fe r s  to th e combined bui l de r/re a l  
e s tate broke r operat i on s . They have the e xper t i s e  t o  bui l d  
the home s , a s  we l l  a s  to adve rt i se , a n d  s e ll the i r  own 
hous i n g . Each o f  th e s ubdivi s io n s  s urveyed an d the i r  
prin c ipa l s  f i t  th i s  gene r a l  c l a s s i fication . 
Ch ara c te r i s t i c s  o f  Deve l oper/Bui l de r  Ope ra t ion s 
The mana gement ope r a t i on s  i n  a l l  seven s ubdivi s ions we re 
inte rviewe d . The y al l we re ba s i ca l ly " package type " 
bui l de r - deve loper/broker ope rat ion s . I n  fact , three 
ope rat ion s  we re fami ly- run and fami ly manage d , w i th one o f  
the fami l y  membe r s  a bui l de r  and the o the r a re al tor , i n  a l l  
three ins tance s . In th e o th er ope rations , they bui l t  the 
home s , and had a broke r or s a le sman on the i r  s ta f f  who 
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advertised and sold the homes , or contracted with a real 
estate firm to handle their sales . The builder/broker 
operations ranged in size , from the largest , with 74 full-time 
employees , to the smallest with four full-time employees . 
The average size operation was about 25 full-time employees . 
However , in those cases where there· were small management 
operations--they had the basic builder/broker nucieus , and 
subcontracted the actual building of their homes . There 
were two such operations . 
The m?tnagement was asked " what percentage of their 
subdivision housing was built to be sold as low and moderate 
income housi
.
ng (basically under the Section 235 program) ? " 
All seven operations indicated that 90-100 percent of the 
housing they produced was geared primarily toward the 235 
housing market . Of the units they had sold in their 
subdivisions at the time of the interview their expectations 
for selling their housing was paying off , with about 90-95 
percent of all their produced housing being sold under the 
Section 235 program . 
The number of lots available for building housing in 
the seven subdivisions ranged from 94 to 330. Overall , the 
average number of lots in the seven subdivisions was 125. 
Geographic Location of "235,. Subdivisions 
Four of the seven subdivisions are located in the 
western part of Knox County . . In fact , the rapid growth of 
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this area led to some concern in the early part of 1971 about 
this growth: " Some of Knoxville's finer residential sections 
are being crowded Ln with 23 5 homes and affecting the 
evaluation . . .  There's been a big squawk ·in West 
'11 15 Knoxv1. e . . . 
As it turned out , the article did not seem to have any 
detrimental effect on the growth of Section 23 5.housing in 
the western portion of the County . Two of the seven 
subdivisions were located in the northern part of the Cou�ty , 
while the seventh subdivision was located in the southern 
part of the County . All of the subdivisions , except one 
were located in the suburbs (outside the Knoxville City 
limits)." The remaining subdivision was originally located 
in the suburbs and was later annexed into the city , so as to 
take advantage of city sewer hook-up . 
Thus , the phenomenal growth of the " 2 3 5 " Subdivisions , 
especially in the suburbs was probably a surprise to some . 
It certainly wasn't because of an FHA ·policy . ·rn fact , an 
FHA circular stated that: " Eligible locations: -Any location · 
otherwise eligible in any FHA mortgage ·program . We prefer 
the various inter-city areas� Your attention is particularly 
16 invited to urban renewal areas . . . . Thus , although the 
15 " control of '23 5' Homes Sought , "  Knoxville Sentinel , 
March 8 ,  1971 , p .  21 . 
16FHA Circular
.
Letter No . 70�2 ,  January 23 , 1970 . 
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intent was there in the FHA circular to provi�e Section 23 5 
housing in the inner-city areas , heavy . " 23 5 "  Subdivision 
activity was clearly in evidence in the suburban areas of 
Knox County . However , this situation was no different in 
·Knoxville than it was nationally: The majority of new Section 
23 5 houses nationally are located in suburban areas . " This 
is because vacant land is scarce in central cities and prices 
tend to be higher (and land is not as available) in cities as 
in the suburbs . " 1
7 
Furthermore , the concentration of new 
Section 23 5 homes in.suburbia was somewhat anticipated . 
Even as early as 1969 , President·Lyndon Johnson said in his 
annual message on the status of the nation's housing efforts: 
As opposed to the other subsidized programs , the 
great bulk of the 7 , 200 units of new construction 
under Section 23 5 is expected to take place in 
out-lying suburban areas where land problems should 
not be too severe.l8 
The rush to the suburbs for lower cost land for the Section 
23 5 housing possibly upset the projected location for new 
housing , however , as evidenced by a 1971 response in the 
Knoxville Sentinel: " . . .  the 23 5 Program is· putting more 
19 students into certain schools than had been expected . "  
•.1. 
17�he Report of the President's Committee on Urban 
Housing , op . cit . ; p .  147 . 
18Message from the President of the United States , First 
Annual Report on National Housing Goals (H . R .  Doc . No . - 91-63 , 
9lst Congress , first session 1969) , p. 44 . 
19 " control of '23 5' Homes. Sought , "  lac . cit . 
2 9  
Al tho ugh , th i s  s tateme n t  might not have been art i c u l a te d  ve ry 
we l l ,  it doe s ra i se the i s s ue of whe the r the rapi d  growth o f  
the S e c tion 2 3 5 p rogram a l l a c ro s s  the coun try had an 
adve r s e  impac t  on a commun i ty ' s  financ i al re source s to keep 
up with the neede d  communi ty fac i l it i e s an d s e rvi c e s  required 
for the re s i de n t s  of the S e c t ion 2 3 5 ho us i ng deve l opmen ts . 
Howeve r ,  the loc ation o f  S e c t ion 2 3 5 s ubdivi s ion s i n  the 
we s te rn pa rt of Knox Co un ty 'i n 1 9 6 9 - 1 9 7 3 ,  wa s mer e ly the 
con tinua t io n  of a tre nd toward deve lopme n t  in that part o f  
the Coun ty wh ich had s tarte d i n  1 9 6 5  an d c ontinue d  thro ugh 
1 9 6 8  a s  seen in Tabl e  I I I - 1 . 
TABLE I I I - 1 
S UBDIVI S ION LOTS PLATTED IN SELECTED 
KNOX COUNTY AREAS , 1 9 6 5 - 1 9 6 8  
Geographi c  Are a 1 9 6 5  1 9 6 6  1 9 6 7  1 9 6 8  Tota l 
North 1 1 3 1 0 4  4 6  9 1  4 7 8  
Northwe s t  . 1 2 7  3 1 1  9 3  9 3  7 4 3  
We s t  3 1 5  2 3 2 3 3 6  5 7 0  1 , 6 8 7  
S o uth 3 5  8 1 3  4 4 7  
Tot a l  Lot s  Platte d  5 9 0  6 5 5  . 4 7 6  ' 7 6 8  3 , 3 5 5  
Total Permi ts I s s ue d  1 , 3 4 0  9 9 0  1 , 2 7 4 1 , 2 6 4  6 , 0 4 2  
A s tudy by Re a l  E s tate Re s earch Corporation s ummed up the 
s i tua t ion in a 1 9 7 0  report : 
( the ) Table con fi rms tha t  a ma j or i ty o f  Knox County 
re s i den tia l de ve lopment i s  located i n  the four are a s  
studied with by far the greatest share of this growth 
coming from the western . . .  districts . . .  2 0  
The plat growth is. also substantiated . by the growth in the 
number of households ·in the Western part of the County: 
there were 4 , 500 households in this part of Knox County in 
1960 , growing to 7 , 649 households in 1968 ; thus , a 
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phenomenal increase in households of 3 , 041 percent over the 
8 -year period for this very active area of Knox County . 2 1  
The previous section described where much of the Sect,ion 
2 3 5 housing was being built ;  the next section analyzes how 
many units were produced from 1969-197 3 . 
Section 2 3 5 Production in Knox County 
As . of December 3 1 , 1970 , the Knoxvil le-Knox County area 
ranked No . 1 2  in the nation in the tota l number of Section 
2 3 5 insured homes . This is a commendable total ; however , 
even more significant , the Knoxvil le area ranked 8th in the 
nation in terms of new Section 2 3 5  houses insured . 2 2  In 1971 , 
the Knoxvil le office was to achieve a ranking of 4th in the 
nation in the number of new Section 2 3 5 cons truction . The 
new construction units in 1971 constituted a lmost 90 percent 
20Real Estate Research Corporation , Commercial 
Development Analysis (Knoxvil l e ,  1970) , p. 1 4 . 
2 1 r bid . I p .  8 .  
2 2
united States Commission on Civil Rights , op . cit . , 
p .  95 . 
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o f  the to tal Sec tion 2 3 5 i n s ured home s w i th e x i s ting un i t s  
s o l d  unde r Sec tion 2 3 5 accoun t i ng for the rema in in g  1 0  
perce nt . 
In the 3 7  coun t i e s  in Middl e and Eas t Tenne s s ee wh i ch 
the FHA o f f i ce serve s , the re have bee n  ove r  5 , 0 0 0  approva l s  
for in s urance for S e c ti on 2 3 5 s ince ea rly 1 9 6 9 . O f  thi s  
tot a l  appro ximately 1 , 7 0 0  Sec ti on 2 3 5 un i t s  have been in s ure d 
in th e Knoxvi l l e - Knox Coun ty a re a  th ro ugh 1 9 7 3 . 2 3  On the 
national l e ve l , at the . end of 1 9 7 1 , a tota l of 1 4 3 , 5 0 0  
mortgage s have · bee n  i n s ured un de r S e c tion 2 3 5  wi th 4 3 , 5 0 0  
e xi s ting un i t s  qn d
.
l O O , O O O  new un i t s . · P r i o r  to thi s ., in 1 9 7 0  
the re were appro xima te ly 4 5 , 0 0 0  S e c tion 2 3 5  un i t s  in s ured , 
and i n  1 9 6 9  only abo ut 2 , 5 0 0 . I t  wa s c le a r  the . program wa s 
picking up s team nationa l ly . Wh at about i n  Knoxvi l l e - Knox 
Coun ty ? 
The re we re on l y  1 5  Se c tion 2 3 5 un i t s  approve d by FHA in 
1 9 6 9 . Howe ve r ,  thi s  tot a l  incre a s e d  to 3 7 0  i n  1 9 7 0 , 6 8 1  i n  
1 9 7 1 , 4 5 3  i n  1 9 7 2  and 1 7 8  i n  1 9 7 3 ,  for a to ta l o f  almo s t  
2 4  1 , 7 0 0  approve d  Sec t ion 2 3 5 un i t s  for Knoxvi l le - Knox Coun ty . 
Wha t  k in d  o f  impac t  th i s  has had on Knoxvi l l e - Knox County 
Ho u s i ng marke t  c an be seen by l ooking at Sec tion 2 3 5 a s  a 
2 3Fede ra l Hous in g  Admini s tra tion data on Knoxvi l l e -Knox 
County , 1 9 7 5 , Tabl e ·  5 .  
2 4 FHA , Ana lys i s  o f  the Kno xvi l le , Tenne s se e  Hous i ng 
Marke t ( Knoxvi l le : Fe de ra l  Ho us ing Admin i s trat ion , 1 9 7 3 ) , 
Tab l e  4 .  
portion of the total housing in Knox County from 1969 to 
1973 . 25 (See Table I I I -2 . )  
I mpact of Section 2 3 5 Housing 
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At first glance one might say Section 23 5 's impact on 
providing moderate cost housing was minimal . A closer look 
reveals that Section 2 3 5  housing constituted almost 1/ 3 of 
all single-family housing in 1970 , increasing to almost 2/ 3 
of all single-family housing in 1971 (60 . 5 percent) . 
Of course , as the program began to die out nationally , 
the effect was felt in 1972 and 197 3 , as Section 2 3 5 's 
dropped to 43 . 1  percent in 1972 , and plummeted to 14 . 6  percent 
in 1 97 3 . Section 2 3 5 housing was extremely significant in 
its impact as a type of . subsidized housing in 1970 , ·accounting 
for almost 80 percent of all subsidized housing for Knox 
County . . With the growing influence of Section 23 5 housing on 
the market in 1971 (22 percent) , Section 23 5 housing still 
.comprised almost half of the total subsidized housing units 
produced for the County . The Sect ion 2 3 5  housi ng program 
accounted for almost half of all subsidized units until 197 3 , 
dropping to 30 percent . That . year 2 3 6 housing increased its 
share to 61 . 4  percent . 
Another point of significance is that while the influence 
of Section 23 5 housing gained in impact in 1970 and 1971 , the 
25
rbid . , Table 2 .  
TABLE I I I - 2  
HOUS ING UNI TS - S UBS I D I Z ED AND NON S UBS I D I ZED , 1 9 6 9 - 1 9 7 3  
Non s ub s idi zed Ho us ing Uni ts 
S i ngle- Multi -
Y e a rs fami ly fami ly · To tal 
1 9 6 9  9 9 8  4 2 9  1 4 2 7  
1 9 7 0 1 1 8 3 9 0 4  2 0 8 7  
1 9 7 1 1 1 2 6  1 4 5 6  2 5 8 2  
1 9 7 2  1 0 5 0  3 8 8 7  4 9 3 7  
1 9 7 3  1 2 2 1  3 7 7 6  4 9 9 7  
S ub s i d i z ed Ho us i ng Uni t s
* 
LRP H  and BMI R and . S e c t ion 
· RS Hous i n g  S e c t . 2 3 6 2 3 5  Total 
5 4 8  0 1 5  5 6 3  
9 6  0 3 7 0  4 6 6  
3 9 0  3 0 0  6 8 1  1 3 7 1  
2 0 0  3 0 4  4 5 3  9 5 7  
5 1  3 6 5  1 7 8  5 8 4  
Source : FHA Offi ce , Knoxvi l l e , Te nnes s e e , 1 9 7 3 .  
* 
To tal 
Al l Un i t s  
1 9 9 0  
2 5 5 3  
3 9 5 3 
5 8 9 4  
5 5 9 1  
LRPH- Low Rent P ubl ic Ho us i n g ; RS - Re n t  S upplement p ro g ram ; BMI R-Be low Ma rket 
I n te re s t  Ra te p rogram ; Se c t . 2 3 6 - rental inte re s t  re duc t ion p rogram . 
w 
w 
non s ubs i di ze d  s i ng l e - fami ly · hous in g de c rea sed . On ly a fte r 
Sect ion 2 35 wane d  i n  1 9 7 3  d � d  t he amoun t  o f  non s ubs i d i zed 
ho us i ng be gin to in c rease again . 
3 4  
The impact of Section 2 35 was abo ut t he same national ly 
du ring the heydey ye a rs o f  t he p rogram: 
In t he pas t two years ( ' 6 9 and ' 7 0) t he re we re 
app roximate ly 6 9 4 , 000 low and mode rate in come 
ho u s i n g  s ta rts ; in 1 9 5 9 - 1 9 6 8 t he re we re about 
6 8 3, 000 s t arts . Thus , t he re had been mo re low 
an d mode rate income ho u s in g  p roduced i n  two 
ye a rs t han fo r t he previous 1 0  yea rs . 2 6  
Final ly ,  i t  s houl d be po in te d o ut t hat acco rding to t he 
FHA o f f ice in Kno x Co un ty , t he annual de mand fo r s ingle 
fami ly ho using in the $2 0, 000- $2 2 , 5 00 pri c e  range wa s 
app roximately 1 00 un its o r  about 1 0  pe rcen t o f  t he tota l 
s ingle fami ly hous i ng needs for Kno x  Co un ty . S i nce t hat 
p rice range was abo ut the same as t he p ri ce ran ge l imi ts fo r 
S e c t ion 2 35 hous in g ,  t hi s  price ran ge of hous i n g  coul d have 
bee� p rovide d  by t he Se ction 2 35 p rogram . Fo r e xample , e ven 
in 1 9 7 3, when S e c t i on 2 35 was on th� way out , t he re we re 1 7 3  
un i t s  produced in Knox Co unty . All th i s  i s  e ven more 
impo rtant whe n t he pe rcen tage of fami l i e s . are con s i de re d  who 
we re p rimari l y  bene f i t i ng f rom the Section 2 35 p rogram . The 
. p rog ram ' s  emphas i s  a s  po in te d  o ut e a rl i e r , was on the $5 , 000-
$8 , 000 income ran ge fami ly . A repo rt by t he FHA o f f i ce 
i ndic ate s that about 2 3  pe rcen t o f  a l l  Knox County fami l i e s  
2 6 '' HUD ' s 1 9 7 0  Goal:
· 
4 2 5 , 000 Hbm� s fo r Lowe r I ncome 
Fami l i e s , "  HUD Chal lenge ( Wa s hington , D . C . :  U . S .  Gove rnment 
P rin t i ng O f fice , Ma rc h/Ap ril , 1 9 7 0) . 
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fell in this income range in 1969 . 27 A study by the Sales 
Management magazine for the same year had the $ 5 , 0 0 0 -$ 8 , 0 0 0  
i�come range as 1/4 of all households in the County . 2 8  At 
any rate , the implications of a significantly large number 
of low to moderate families having the opportunity to 
purchase their own home as a result of the Section 2 3 5  
program was extremely encouraging duri�g these years in Knox 
County and of course across the nation . 
This need for more housing , especially low and moderate 
income housing in Knox County was precipitated by the 1960- . 
1970 growth of the Knoxville area: 
The Knoxvi lle Area had a 1970 population of 276 , 2 9 3 , 
an increase of 2 5 , 770 persons (10 . 3  percent) between 
1960 and 197 0 . Also , the population of the City of 
Knoxville increased by 62 , 760 persons (56 . 1  percent) 
between 1960 and 1970 , largely as a result of an 
annexation which doubled the city ' � land area . By 
January 197 3 , the estimated population of Knox County 
was 2 8 4 , 8 0 0  persons . 2 9  
The private sector's response to the Section 2 3 5  program 
nationally was met with just as much fervor as by the Builders 
of Knox County , as evidenced by ·the fol lowing: 
The private sector responded to the new (Section 
2 3 5) homeownership program with immediate success . · 
In January 1969 , 3 months after the first appropria­
tions had been made for the prog ram , President 
2 7  
FHA , Ana lys i s  of the Knoxville , Tenne s s�e Ilousina 
Market , op . cit . , Tab le 4 .  
2 8  
Sales Management (June 10 , 1970 ) ,  p .  146 . 
29FHA , An alys i s  o f  the Kno xvi l l e , Ten ne s s ee Hous ing 
Market , op . cit . , p .  2. 
Lyn don John son s a i d : " there a re s i gn s  that the 2 3 5  
p ro gram may we l l  be th e mo s t  rapidly accepted 
p rogram fo r low- and mode ra te - in come fami l i e s . 
Th ere i s  tremendo us inte re s t  i n  i t  on th e part o f  
th e ( hous ing ) indu s t ry . . . . " I n  fact , the 
i n i t i a l  $ 2 5  mi l l ion i n  con tract auth ori ty wh ich 
Con gre s s  appropriate d  i n  Octobe r 1 9 6 8  wa s rapi dly 
e xhau s te d-- in some HUD reg ion al o f f i ce s , fun ds 
were f ul ly commi tted a s  e arly . a s  January 1 9 6 9 . 
Moreove r , an imp re s s ive amount o f  ho u s i ng wa s 
p rovi de d under th e pro gram within a sho r t  t ime 
a fter i t s  enactment . By May 1 9 6 9 , ( on l y ) 9 
mo nths a ft e r  th e prog ram wa s e s tabl i she d and 
le s s  th an 7 mon th s  a f te r f un d s  in i t i a l l y were 
made ava i l abl e , 3 , 0 0 0  un i t s  had a l re ady been 
purcha sed and occup i e d  by l ower- income fami l i e s . 
An addi t ion a l  7 , 5 0 0  un i t s  had rece i ved FHA 
Committments and 5 7 , 0 0 0  un i ts we re in proce s s . 
HUD repo rted th at FHA wa s re ce iving app l i c a t ion s 
un de r the ( 2 3 5 )  p rogram at the rate o f  2 , 0 0 0 - 3 , 0 0 0  
un its a week . 
By the end o f  1 9 6 9 , mo re than 2 5 , 0 0 0  un i t s  had 
bee n purcha sed ( n a t ional ly ) unde r the 2 3 5  pro�ram . . 
By the end o f  1 9 7 0 , thi s f i gure had r i s e n  to more 
th an 1 3 0 , 0 0 0 . Th us the 2 3 5 p rogram , bare l y 2 ye a r s  
ol d ,  al re ady had a c c o un ted for we l l  ove r o n e - tenth 
the n umbe r  o f  l ow- income un i t s  th at the low- re n t  
pub l ic ho using program h a d  produce d in more than 
3 0  years o f  e x i s tence . 
The bi rth o f  the 2 3 5 program occ urre d  durin g a 
pe riod o f  i n f l a t ion and low p roduc tivi ty for the 
ho us ing i ndus t ry in general . In fact , hou s i ng 
produc tion had de cl ined sharply and ove r  the l a s t  
fo ur years the vo l ume of ho u s i n g  p roduce d had been 
mo re than 1 mi l l ion un i t s  sho rt of the n umbe r 
ne ce s s a ry to k eep pace wi th the Nation ' s  growing 
popul at i o n . The 2 3 5  p ro gram h a s  been re spon s i b l e  
fo r a substanti a l  propo rtion o f  a l l  new lowe r- c o s t  
ho us ing produce d .  I n  1 9 6 9 , for e xample , there we re 
only 1 1 2 , 0 0 0  new hous e s  that sold for le s s  than 
$ 2 0 , 0 0 0 . Some 10 percent o f  th ese we re purch ased 
un de r  the 2 3 5 · program . S e c t ion 2 3 5 acco un te d  for an 
eve n  la rge r propo rt iqn o f  lower priced ho us ing i n  
1 9 7 0 . Dur i n g  that year , 2 5 6 , 0 0 0  new dwe l l ing s s o ld . 
fo r le s s  than $ 2 5 , 0 0 0  o f  wh ich mo re than 7 7 , 0 0 0  ( 3 0  
percen t )  were purcha s e d  un de r the 2 3 5 program . 
I n  fact , the 2 3 5 program h ad been a maj or s uppo rt 
for the pr iva te hous i ng and home f inance i ndu s try 
dur ing a try in g  pe r iod . One bui lde r  reported to a 
3 6  
congre s s ional commi tte e: " You take away 2 3 5 an d 
2 3 6 and we are not e ven· e xi s tin g . " ( Furthe r) , 
. . .  as th e mo rtgage Banke rs As s o c i a t ion put i t: 
" The Fe de ral Gove rnmen t ' s a s s i s tance to hous i n g  
th ro ugh the s ubs idi ze d  programs o f  S e c t ion 2 3 5  
and 2 3 6 has been a ma j o r  sus ta in i n g _ fo rce o f  th� 
hou s i ng indus try . " 3 0 
I I I . BUI LDER/DEVE LOPER REAC T I ONS 
Thi s autho r asked al l th e builde rs o f  the s e ven ma j o r 
3 7  
2 3 5  S ubdi vi s i on s i n  Kno x Co un ty , abo ut the phenomenal s ucce s s  
o f  the program , and to reac t to the pre vious quote . The · 
fo l lowin g a re th e re sponse s: 
Th e o ve rwhe lming re spon s e  wa s th at 1 9 6 9  and 1 9 7 0  was 
" tough time s . " The re wa s a t i ght conven tiona_l money ma rket 
coup led wi th h i gh _ i n te re s t ra te s .  Th us , they agreed with 
the quo te and i t s  empha s i s  on s us ta in i ng the �ui lding 
indus try th rough th e c re a t i on o f  th e S e c tion 2 3 5 p rogram . 
One bui l de r  e ven we nt fu rthe r by s aying:. " I f  i t  wasn ' t  fo r 
Sec tion 2 3 5 ,  hal f of th e bui l de rs woul d have been bank rupt 
31 by now . " The bui l de rs , o f  co u rs e , re co gn i zed an oppo rtun i ty 
and se i ze d  upo n i t . 
But mo re than tha t , the bui l de rs poi nted out in the 
inte rviews tha t  a l though the S e c t ion 2 3 5  program he lped them 
3 0uni te d  S tate s  Commis s ion on C i vi l  Righ ts , op . ci t . , 
pp . 8 - 9 . 
3 1Pe rsonal inte rview with a bui l de r, Kno x County ,  
Te nne s s ee , Novembe r, 1 9 7 0 . 
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through a tough economic situation , that it would not have 
been successful without the latent demand for low- and 
moderate-income housing in Knox County . The seven builders 
also were in general concensus about the other factors they 
felt that accounted for the success of the Section 2 3 5  
program . They are: 
1 .  Low labor costs in Knox County . Also , the large 
" 2 3 5 "  subdivision builders/developers were never short of 
good construction labor--even though some of the smaller 
builders in Knox County might have suffered at times . 
2 .  Low cost for land--especially in the suburbs . The 
Knox County builders/developers know they were fortunate to 
have few problems with finding land in the suburbs that was 
not too costly . But this author wonders if they re�lly knew , 
as evidenced by a developer's reaction in Philadelphia: 
II it is impossible to get land
. 
( for low-cost· housing) 
. th b b 
. 
" 3 2  1. n  e su ur s .  . . . 
3 .  Another key to the success of Section 2 3 5  from the 
builder's point of view was that construction costs could be 
kept fairly low . Again , what was possibly a big reason for 
the Knox County " 2 3 5 "  success was the downfall of 
Philadelphia .  Another Philadelphia builder . . .  " complained 
of rising construction costs and said that units which could 
3 2 united States Commission on Civil -Rights , op . cit . , 
p .  51 . 
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be bui l t  for $1 7 , 000 2 ye a rs ago now co s t  $1 9 , 4 00 to bui l d . "
33 
4 .  Mo st bui lde rs a l s o gave some c redit to t he FHA 
o f fice in Knoxvi l l e  fo r t he succe s s  of the p rog ram . They 
f e l t  that the peop le in c ha rge of t he p rogram d i d  a good j ob 
o f  i n fo rmin g t he bui lde rs/deve lope rs , re al e s tate broke rs , 
and mo rtgagees o f  the program req ui rements , any c han ge s  t hat 
occurre d . and in gen e ra l  went out o f  t he i r  way to keep 
eve ryone up -to -date about Se cti on 2 35 .  
5 .  The b ui l de rs unanimous ly s a i d  t hat when FHA ra i s e d  
t he a l l owable maximum s a le s  p ric e o f  Sec tion 2 35 f rom $1 5 , 000 
to $1 8 , 000 i n  1 9 7 1 , t hat t hi s  aga i n  save d  the bui l de rs /  
de ve lope rs f rom be i ng con s t ra ined b y  t he e s cala t in g. cost o f  
co n s t ruc t ion . 
6 .  Fin a l ly , t he bui l de rs /de ve lop e rs t hi s  autho r  
in t e rvi ewe d  we re ve ry cogn i z an t  o f  t he impact o f  a ma j o r  
fede ral p rog ram l ike Sect ion 2 35 on the p ri vate hous i n g  
ma rket . They a l s o  re a l i z e d  t hat wi t hout t hi s  p rogram open i n g  
up a new hou s in g  ma rke t fo r t he p roduc t ion an d s a l e  o f  n e w  
ho u s in g  t o  low- a n d  mode rate- income individua l s , the ho us i n g  
i n dus try i n  Knox Coun ty du ri n g  1 9 6 9 -1 9 7 3  c o u l d  have been 
p re tty di smal e conomi c a l ly-at lea s t  fo r t hem .. 
Even wi th the ove ra l l  s ucc e s s  o f  t he S e c t ion 2 3 5 prog ram 
in Knox Coun ty ,  t he re we re s ome obs tac les fo r t he program . 
3 3
r b i d  . I p . 5 2  . 
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There were varying responses from the builders/developers in 
Knox County: 
1 .  Some builders felt that many people were against 
Section 2 3 5 housing because they were afraid it woul d 
depreciate their property values ; most of all they felt 
people were against the housing because it would attract 
Blacks- " after all , this is redneck country , isn ' t  it , "  one 
builder said . When this author would approach the subj ect of 
the builder ' s  personal reactions to Blacks and their 
Subdivision , the conv�rsation abruptly ended . I n  the seven 
major " 2 3 5 "  subdivisions there were not any black fami lies . 
I n  a thesis on Section 2 3 5 in Knoxville by Dorothea Hohmann 
Nelson she surveyed the race of those persons who were 
inhabiting 2 3 5 homes ; in her sample of fifty , only 3 families 
or 6 percent of the sample were black . However , as Ms . Nelson 
points out: " None of the three black households of the sample 
f d . bd . . . 
. 1 1 3 4 were . oun 1n a new su 1v1 s1on . 
2 .  Most of the builders also indicated .that they had 
received criticism from the Metropolitan Planning Commission: 
that the builders by putting their " 2 3 5 "  subdivisions in the 
suburbs were propagating urban sprawl . The builders 
responded to this usuall� by saying that they weren ' t  the 
3 4
oorothea Hohmann Nelson , " Comparison of New Homes With 
Previous Residences by Families Purchasing Houses under 
Section 2 3 5 Of The National Housing A�t '' ( master ' s  thesis , 
The University of Tennessee , 1972) , p .  47 . 
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first to start building in the suburbs , " so why should we 
suffer . "  Further , they fel t that the cost constraints and 
scarcity of inner-city sites justified moving their 
developments to the suburbs . And finally , most were quick to 
reply that this is the life-style most favored by the American 
public . " I sn't this the trend , isn't everyone moving out of 
cities and going to suburban living? " Ms . Nelson in her 
study of Section 2 3 5 in Knoxvil le was also concerned about 
the heavy building of Section 2 3 5 in the suburbs: " Are 
3 5  
they to continue the same pattern of urban sprawl ? "  
3 .  Most of the builders/devel opers were also quite 
aware of publ ic statements by some that the Section 2 3 5 
subdi visions would place an additional burden on the already 
overburdened school system (see author's discussion of this 
on page 2 8) .  And of course certain people had reason to feel 
this way since many of the families buying under Section 2 3 5  
in the subdivisions were young and usual ly with at least one 
chi ld . This situation , however , was by no means unique to 
Knox County as pointed out in the fol lowin g statement by a 
former Director of the California Department of Housing and 
Community Development: 
Currently , we see in our State what might be termed 
a " backlash " to the Section 2 3 5 and Secti9n 2 3 6 
subsidy housing programs for low- and moderate-income 
3 5r bid . I p . 1 0 5 . 
fami l i e s . Some commun i t ie s ha ve uti l i ze d  the i r  
po l i ce powe rs i n he rent' i n  zon i n g  prac ti c e s  to 
s ucce s s fu l l y  k i l l  propose d pro j e cts under t hese 
· programs . 36 
· 
IV . REAL ESTATE BROKE R ROLES AND REAC TIONS 
T hi s  author fo und that the ma j or re s pon s i bi l i ty for 
informi n g  t he pub l i c  and pote nt ial buyers of Sec tion 2 35 
ho u s i n g  o f  the exis tence o f  t he pro gram fe l l  upon t he re a l  
4 2 
e s tate broke rs and s a l e s men . Thi s  s i tuation was compounde d 
by t he fact t hat t he FHA o f fice did no t advert ise the Sec tion 
2 35 program publ i c l y , no r did t he y  seek out potential buyers . 
T hi s  wa s ,  o f  co ur se , no di f ferent o f  a ro le for FHA t han for 
any of t he ot her programs FHA admin i s te r s . Thus , t he FHA' 
o f f i ce in formed t he bui l de rs/deve lopers , real e s tate brok er s 
and s a l e sme n , and mortgage lende rs o f  the program anq t hen 
p a s s ive l y  wa i te d  for t hese private sector part i c i pants to 
brin g t hem appl icants . T he bui lde rs , t hroug h  t he i r rea l 
e s ta te agents , s o ug ht out potential " 2 35 "  buye rs t hems e l ve s  
and at tempte d t o  qual i fy them for the program . 
T here fore , the he avy authority and f l exibi l i ty t he real 
e s ta te agen ts ha d i n  in formi n g  t he pub l i c  of S ecti on 2 35 
ho us ing , a � s o wa s part o f  t he problem . S ince t he Section 2 35 
app l i c ant us ua l ly came i nto con ta c t  fi r s t  wi t h  t he brok e r  or 
s a le sman ( repre s entin g t he bui lders/deve loper s o f  t he .seven 
36
uni te d State s Commi s s ion o n  Civi l Ri g hts , op . ci t . , 
p .  5 2 . 
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maj or 2 3 5  subd ivisions) , they could sel ect who they wanted 
for the program . 
Methods of Informing the Publ ic 
Thi s author interviewed the real estate brokers and/or 
salesmen for the seven " 2 3 5 "  subdivisions in Knox County . 
They al l responded overwhelmi ngly that thei r primary method 
of informi ng the potenti al buyer about their housi ng ,  which 
could be purchased under the Section 2 3 5  program , w�s through 
newspaper advertising . However , they were also quick to say 
that this probably wasn't the best method since " the people 
we are try ing to reach probably don't read the newspa
.
pers . " 
At least that sums up what the maj ority of real estate agents 
this author interviewed felt about thei r potential cl ientel e .  
The real estate agents said that their most effective 
advertisement was probably through " word of mouth . " 
The real estate agents did however , perform a very 
important series of roles in the operat ion of the Section 
2 3 5 program . 
Broker Roles 
The most un iform rol es of the real estate agents this 
author interviewed were: 
1 .  To assist the bui lder in locating l and on which he 
could bui ld the housing.  
2 .  To attempt to find potential buyers through 
advertising i n  the newspapers { only one real estate agent 
44 
ran adve rtis emen t s  on TV in Knox County and this wa s 
in.te rmi ttent) . 
3 . The real e s tate agents wo rke d  c lo s e ly with the FHA 
o ffice to s tay abrea s t  of the Sec tion 2 3 5 pro gram and any 
ch ange s which might occur . ·in th e provision s an d g uide line s 
of the . program . 
4 .  P!obab ly the mos t  important ro le that the real 
· e s tate a gent played wa s in s creening applicants for the 
S e ction 2 3 5 program . .The agent knew the provisions of the 
program while the buyer of c ourse did not . It is po s sible . 
th at the broke r or s a l e sman cou l d  sway .a potential · buyer one 
way or anoth er de pending on hi s pa rticular phil o s ophy . For 
exampl e ,  seve ral re al e s tat� agen ts implied to this author 
th at the program wa s so comple x  " th a t  the average buyer o f  
course woul d be he lple s s  without our knowl edge o f  the 
application proce s s  and requiremen ts o f  the program . " 
An e xampl e o f  thi s  in fl uence on the b uyer by the real 
e s tate s e c tor is il lus trate d by the findings o f  Ms . Ne l son 
in he r in te rviews with Section 2 3 5 own ers : 
Many peopl e (interviewe d )  had heard o f  their 
e ligibility for the " 2 3 5 " s ubsidy through a rea l 
e s ta te agent . Mos t  agents told the m tha t the type 
of hou sing being buil t mos t ly in s ubdivision s ,  
wa s the only avail ab le hou sin g e ligible for the 11 2 3 5 " s ubsidy . The agents did not te l l  (the . 
buyer) o f  po s sib l e  a l te rnative s , which in the ca�e 
o f  Kno xvil le-Knox Co un ty would be de tached un its 
buil t in the city , and wou l d  mean re ferring . the 
c l i ent to one o f  th e few age nc ie s that s upply th i s  
type o f  " 2 3 5 "  ho us i ng . 3 7  
5 .  Most re al e s tate agents a l s o  maintained c lo s e  
contact with th e va rious FHA approve d mort gage l e nde r s  i n  
4 5  
Kno x Co unty . Once the agent qua l i f i e d  a buyer for the hou se , 
he mus t check at various poip ts with the mo�tgage l ende r . as 
to c redi t  approval o f  the appl ican t �  etc . 
6 .  The re al e s tate a gent i s  i n  bus i ne s s  to s e l l hous e s , 
an d s e l l  the age nts did . Mo s t  brok ers commented to thi s 
author about " how e a s y  i t  wa s to s e l l  a house to a ' 2 3 5 ' 
buye r . "  The program was comp l e x  as far a s  they we re conce rned 
and of course as po i n te d  out , they knew the buye r wa s 
somewhat a t  the i r  mercy . However , the buyer o f  a hous e  
( e spe c i a l ly the 2 3 5  buye r )  wa s eage r  a n d  re ady t o  purcha s e  
a hou se . 
Th is i s  i n  fact why the re al e s tate a gents fel t the 
program wa s s ucce s s ful from the i r  vi ewpoint . As one s a le sman 
put i t : " I  have almost total f l exibi l i ty in the way I · handle 
3 8  th i s  program an d th e buyer . "  
Thi s  autho r ,  encountere d  e xtreme di f f i cul ty , when 
at temptin g  to find out wha t re al e s tate agents fel t about 
Black s i n  the new 2 3 5 s ubdivi s ion s . Wh i l e  on ly two .real · 
e s tate agents woul d e ven d i s c us s  the subj ect at le ngth , it 
3 7 Ne l son , loc . c it . 
3 8 Person al inte rvi ew with real e s tate s a l e sman , 
Novembe r ,  1 9 7 0 . 
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wa s the author ' s  fee l ing that mo s t  agents fe l t  l i k e  the one 
a gen t who o f fered the fol l owing s t�temen t :  
I 
• 
My partner and I have l ive d here a l l  our l i ve s -­
we know th is redneck country . Mo s t  people h� re 
don ' t want to l i ve ne xt door to B l acks . Be s i de s  
mo s t  people would b e  a fraid tha t  i t  would hurt 
the n e i ghborhood prope rty va lue s . 3 9  
. · ·  
3 � Pe r s ona l  inte rview with real e s tate broke r ,  Decembe r ,  
1 9 7 0 . 
CHAPTER IV 
SECTION 2 3 5 AND THE MORTGAGEE : THE LENDE R ' S  ROLE 
I .  ROLE OF THE MORTGAGEE 
The mortgagee 1 p l ays the ro l e  of th e mi ddl eman 
in a l l  FHA programs . I f  a s e l l e r  or bu i l der wi she s 
to have hi s house appra i s e d  by an FHA appra i s e r , he 
or h i s  broker mu s t · apply fo r the appra i s a l  thro ugh 
an FHA approved mortgagee . Further real e s tate 
brok ers or bui l der s who w i s h  to se l l  house s to FHA 
buyer s mus t s ubmi t the buyer ' s  appl ication through 
an FHA approved mortgagee . I t  i s  the mortgagee who 
re c e i ve s  pe riodic in fo rmat ion from FHA re ga rding 
the procedure s to be fol lowe d in obta ining a S e c tion 
2 3 5 mo rtgage , an d i t  i s  th e mortga ge e who u s ual ly 
i nforms brok ers and bui lders about the operation of 
the program . In sho rt , o f  the three ( key parti c i ­
pan t s ) o f  the pr ivate hou s in g  and home finance 
indus try invol ve d in th e 2 3 5 program , the mortgagee 
i s  i n  th e be s t  po s i tion to ob se rve the way the 
program is work ing and , through hi s mo rt gage lendi ng 
pol i c i e s ,  to exe rt i n f l ue�ce ove r it . 2 
The above quote de s c ribe s ve ry c l o s e ly th e ro l e  o f  the 
mortgagee in Knox Coun ty in the ope rat ion of the S e c tion 2 3 5 
prog ram . 
1 h . f '  . 1 1 d h T e ·mo rtga gee 1 s  a 1nan c 1 a  en er w o make s the 
mo rtgage loan . Mo rtgagee s  i f  they are to mak e FHA i n s ure d 
loan s , mu st be approve d by FHA . 
2 un ited State s Commi s s i on on Civi l Ri ghts , Home 
Owne rship fo r Lowe r Income Fami l i e s  ( Wash ington , --n:c . : . U . s .  
Gove rnme n t  P r in ting Of fice , 1 9 7 1 ) , p .  5 7 . 
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I I . TYPES OF LENDERS I N  S EC T I ON 2 3 5 I N  
KNOX COUHTY 
4 8  
According to the U . S .  Savings ��d Loan Le ague , the trade 
as s oc i a tion for s avin gs an d loan a s so c i a t ions , s avings and 
loan a s s oc i a ti on s  repre sent the ma j or finan ce in s t i t ution . 
Howe ver , th i s  author found tha t few s avi ngs and l oan 
as sociation s  we re actua l l y  pr imary s o urces o f  mort gage loans 
for the Secti on 2 3 5 prog ram in Knox Co unty . Of the s e ven 
ma j or " 2 3 5 " s ubdi vi s i on s , f i ve uti l i z e d  mor tgage compan ies 
( or mort ga ge banke rs as they are some times c a l l ed ) . I n  fac t , 
o f  th e f i ve bui l de rs/broker s ut i l i z ing · the mo rtgage 
compan ie s 3 i n  Knox Coun ty , the se f i ve indic ate d that the y 
gave mos t  of the i r  bus ine s s  to only three or four mortgage 
compan i e s . There we re in fac t n ine teen mortgage e s  on the FHA 
·approved l i s t  wh ich inc l ude d sa vings and loans and comme rcial 
bank s ( s e e  F i gure IV- 1 ) .  
Wh i le the author was not able to di s cern the reason for 
the di sproportionate amoun t o f  mortgage compa n i e s  hand l i ng 
th e " 2 3 5 " loan s  in Knox County , the fo l lowi ng quote from a 
nati onal s tudy mi gh t o f fer at lea s t  a partial an swer : 
3Mo rtgage compani e s  ge nera l ly res e l l  the ir mor tgage loan s 
to i nve s tors such as ins urance compan ies , pen s i on funds , 
empl oyment funds and the Federa � Nati ona l Mo rtg age 
As soci at ion . I n  mos t  c a s e s , the mort gage compan i e s  con ti n ue 
to se rve ( co l l e ct payments ) th e loans . Accordin g to the 
di re c tor of re se arch of th e Mor tgage Bankers As s oc i a tion o f  
Ame ri ca ; a s  o f  Apr i l , 1 9 7 0 , Section 2 3 5  loans we re making up 
to th ree - fourths o f  mo s t  mortgage ban kers ' bus i ne s s . 
FEDERAL HOUSI NG ADMIN I S TRATION 
7 2 5  Gay Stree t ,  S .  W .  
Knoxvi lle , Tenne s se e  3 7 9 0 2  
KNOXVI LLE AREA 
Athens Fe de ral Savings and Loan As sociation 
Bank of Maryvi l le 
Bank o f  Oak Ri dge 
The Bount National Bank of Maryvi l l e  
Fide l i ty Federal Savings & Loan As s oc iation 
Brown , Brown & We s t  
Chambe rlain Company ,  Re altors 
C i t i ze n s  Bank & Tru s t  Company 
The Citi ze n s  National Bank of Athens 
Claiborne Co unty B ank 
C laiborn , Lothrop & Sample , Inc . 
Col lateral I nve s tmen t  Company 
M .  B .  Crum 
Curnpe rland County Bank 
Cur t i s  Mortgage Company , Inc . 
Dobson & John son , Inc . 
. F i r s t  Fede ral S avings & Loan As soc iation 
Fi r s t  Fede ral S avi ngs & Loan Assoc i ation 
First Fede ra l Savings & Loan As soc i ation 
Fir s t  I nve s tme nt Company 
F i r s t  National Bank of McMi nn County 
Fi rst National Bank 
F i r s t  National Bank of Gatl inburg 
First National Bank o f  Harriman 
F i rs t  National Bank 
F i r s t  National Bank 
Fi rst National Bank 
Fir s t  National Bank of Loudon 
First Nationa l  Bank o f  One ida 
Fir s t  Nationa l Bank 
F i r s t  National Bank & Tru s t  Co . 
Firs t Trus t & Savi ngs Bank 
Guaranty Mortgage Company o f  Nashvi l l e  
Athens 
. Maryvi l l e  
Oak Ridge 
Maryvi l le 
Knoxvi l l e  




Tazewe l l  
Knoxvil l e  
Knoxvi l l e  
Maryvi l l e  
Cro s svi l l e  
Knoxvi l l e 
Knoxvi l l e  
Maryvi l l e  
Oak Ri dge 
LaFo l l e tte 
Knoxvi l l e  
Athen s  
Cros svi l le 
Gatl i nburg 
Harr iman 
Je f fer son City 
LaFo l l e tte 
Leno i r  C i ty 
Loudon 
One ida 
Pikevi l l e  
Rockwood 
One ida 
Knoxvi l l e  
Source : FHA O f fice , Kno xvi l l e , Te nne s see , 1 9 7 1 . 
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F igure IV- 1 . Approve d  Mortgage e s , Corre s ponden ts , and 
Agents Initiating I n s ured Loans With in the Juri sdict ion o f  
the Kno xvi l l e  I n s uring O f f i ce . 
KNOXVILLE AREA 
Hami l ton National Bank o f  Knoxvi l l e 
Branche s :  
Comme rc i a l  
Ki rkwood Avenue 
North Knoxvi l l e B ranch 
We s t  Cumbe rland Avenue 
Hami l ton Nati onal Bank of Morri s town 
Horne Federal Savings & Loan Associ ation 
I n land Mortgage Corporation 
I n ternational Acceptance Corp . 
Je ffe rson Fe de ral· Savin gs & Loan As soci ation 
Kings ton Bank & Trus t Company 
Knox Federal Savi ngs & Loan As soc iation 
Libe rty National Li fe Ins urance Company 
Na tional Bank of Newport 
Nation al Exe c utive Li fe Ins uran ce Co . 
Na tiona l Home s Acceptance Corp . 
Newport Federal Savings & Loan Association 
Park Na tional Bank 
Branches : 
Be arden 
Dale Ave nue 
H e i ske l l  Avenue 
Magnolia Avenue 
South Knoxvi l l e  
People s National Ban k  
Sc humacher Mortgage Company ,  Inc . 
Sevier Co un ty Bank 
Te nne s s e e  Mortgage Company 
Tenne s s ee Val l e y  Li fe Insurance Co . 
Union People s Bank 
Un i ted Mortgage e Servicing Co rp . 
Val ley-Fide l i ty Bank and Tru st Company 
Prudential In s urance Company 
FHA Form Numbe r 2 1 7 7 0 
FI GURE IV- 1  ( continue d )  
Knoxvi l le 
Morri s town 
Knoxvi l le 
Piqua , Ohio 
Mobi l e , Alabama 
Mo rri s town 
Ki ngs ton 
Knoxvi l le 
Birmi ngham , Ala . 
Newport 
Knoxvi l le 
Atlanta , Ga . 
Newport 
Knoxvi l l e 
LaFo l l e tte 
Knoxvi l le 
Se vie rvi l l e 
Knoxvi lle · 
Knoxvi l l e 
Cl inton 
Knoxvi l l e  
Knoxvi l l e 
Knoxvi l le 
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I n  1 9 6 9 , the U . S . · Savings and Loan Le ague 
e xpres sed cautious s upport o f  th e 2 3 5  program b ut 
ind icated th at the lender needed mo re f inanc i a l  
i ncen t i ve t o  make 2 3 5 loan s - " w i th re spe ct to 
spec i fi c  provi s i on s  o f  the � 1 9 6 8  Hou s i ng Ac t , 
we feel that the intere s t  and rent s ub s idy programs 
wi l l  prove to be an e f fe c t i ve me ans to he lp mee t  
the ho us ing prob lems o f  low income fami l i e s  whe n 
they are mo re ful ly f unde d  and in workabl e �orm . 
S e c t i on 2 3 5 and 2 3 6 l o a� s  wi l l  probab ly always be 
somewh a t  mo re di f f icul t to make th an regul a r  FHA 
and convention a l  loans and may invo l ve the l e nde r 
in pote n t i a l  soc i al con fl ic t s  i n  hi s commun i ty . 
Th us , some type o f  i ncen tive i n  add i t ion to th e 
marke t ra te o f  in te re s t  may be required to encourage 
the { s avi ngs and loan ) lende r  to fi nance any re al 
vo l ume of the se loan s and o ther loans . . . " 4 
I I I . VI EWPOINTS OF LENDERS CONCERN I NG SECTION 2 3 5  
5 1  
One s avings and loan o f f i c i a l  i n  Knox County , whe n 
que s t ioned abo ut the rea s ons for few s avings and loans be ing 
invo l ved in Se c t i on 2 3 5 , . of fered no real e xp l anat ion o f  thi s  
s i tuation . He d i d  ve r i fy that the above quote was a pos s ib l e  
re a so n  f o r  the s i t ua t ion . H e  pointed out " that h e  f e l t  the 
rea l  bene f i c i a ri e s  of th e 2 3 5  progr am wa s not the purch a s e r s  
o f  t h e  home , but ra the r the bui l de r s  and brok e r s  i n  Knox 
Co un ty . " 5 S ince the s avings and loan o f f icer mi gh t. h ave been 
somewhat b i a s e d  be cause his a s s o c i a tion wa s not pa rticipa t i n g 
in· the pro gram , a mo rtga ge banke r (wh o  wa s in the busine s s  o f  
4
un i ted S t ate s Commi s s ion on Civi l  Rights , loc . c i t . 
5 Pe rson a l  in te rvi ew ,  l e nder , Kno x  County , January , 1 9 7 1 . 
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making " 2  3 5 " loans) was interviewed . His response was about. 
the same in 
that he felt the builders and brokers were profiting 
from the Section 2 3 5  program . He also felt that if 
the program had not come along when it did that a 
number of . builders in Knox County would have suffered 
drastic economic setbacks . 6 
Several mortgagees interviewed felt that the " 2 3 5 "  buyers 
were not good clientele . Most responses were that " this 
income le.vel of people will not make homeowners , they don't 
know what it takes to be good homeowners . "  There was 
also some general dissatisfaction among some mortgagees over 
the number of young couples getting into the program . They 
felt that these young couples weren't up to the responsibility 
of managing and maintaining a home . However , these same loan 
officers also admitted that �hey personally wrote a large 
number of loans for these very young people . 
On the whole , however , most mortgagees interviewed were 
in favor of the Section 2 3 5 program and saw· it as a boon for 
many buyers· who would not be able to af ford home ownership 
otherwise . 
Although the middleman role of the mortgagee is a 
passive one , the viewpoints of the mortgagee on the number 
of Blacks in the Section 2 3 5 program were solicited ( j ust 
as was done with the builders and brokers) . 
6
Personal interview , lender , Knox County , January 1971 . 
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One mor tgagee h in te d  th at the re a s on no B l acks we re in 
the " 2 3 5 "  s uburban s ubdivi s i on s i s  bec ause · o f  di s cr imi n ation 
on the part of b ui lde rs and brokers . Of c o urse , he wa s quick 
to po int out " th at th i s  wa s wha t  mo s t  wh i te own e r s  wante d . "  
A l s o , he po i n ted out th at 
mo s t  bui lde r s  and broke r s  know that if they a l lowe d 
even one B l a ck fami ly in the " 2 3 5 " s uburban s ubdivi ­
s ions .th at the re wou l d  be an outcry from tho se 
fami l i e s  a l ready l iving t he re . Moreove r , tho se 
b ui lde r s  and brokers wo uld the n have a ve ry 
d i f f i c u l t  time s e l l i ng the ir home s in the area 
whe re the B lack fami l y  wa s locate d . 7 
As po inted o u t , even tho ugh m? s t  mortgage e s  fe l t  the 
Sec tion 2 3 5 p rogram wa s of be ne f i t  to purcha s e r s , some o f  
the lende rs a l s o  fe l t  that the type o f  per son who i s  buy i n g  
a " 2  3 5 "  home " i s· ge tting some th i n g  for noth i n g . ·� 
Al though th i s  autho r found i so l ated comme nts l ike the 
one above , it wa s hi s genera l impre s s i o n that mo s t  
mortgage e s  a c te d  pro fe s s io na l ly , e ven though they we re awa re 
o f  ce rta i n  probl ems wi th the program , as we l l  as har�oring 
certa i n  di s ta s te s  for the i r  " 2 3 5 "  c l ie n te l e . 
The s ame lender s  who expre s s ed the vi ewpo int that the 
" 2 3 5 " buyer wa s no t re l i ab le , a l so fe l t  that many o f  the se 
b uyer s  we re ei the r i n  de f a u l t  or wo uld end up having the i r  
home repo s s e s se d . Th i s  a utho r pur s ued thi s poi nt wi th the 
FHA and uti l i z i n g  FHA s tat i s ti c s  found that of a l mo s t  1 7 0 0  
i n s u rance c a s e s  wri tten on Section 2 3 5  through 1 9 7 3 , that 
7 Per s on a l  inte rview , l e nde r , February , 1 9 7 1 . 
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on ly 4 0  cas e s  o r  about j us t  a li ttle ove r  2 percen t  ( 2 . 3 ) of 
th e " 2 3 5 "  buye :r:s ended up in to tal defaul t .
8 
IV . FNMA- SECONDARY MORTGAGE MARKET 
Because of the importance of the Federal Na tional 
Mo rtgage As s oc iat ion (FNMA ) and its vital re lat ion s h ip to the 
mor tgage marke t, a brief expl anat ion of i ts func t ion and 
purpo se is provided . 
The Fede ra l National Mortgage As socia tion i s  a 
gove rnment spon sored, private corpora tion which provide s 
support for re s iden ti al mortgage s ori ginated by mortgage 
lende r s . Us ing pri vate capi tal borrowed on th e open marke t  
o r  mortgage -back s e curi t i e s, FNMA commits for, p�rcha se s, 
and s e l l s  gove rnme nt - i n s ured or guaranteed re s i den tial 
mortgage s  (and s tarting in 1 9 7 1 ) , conve ntiona l  mortgage s . 
I t  doe s not, howeve r, originate loans direc tly . · FNMA a l s o 
make s  short te rm loans on the s e curi ty o f  the s e  mortgage s 
and en gage s i n  cons truction financing on certain · type s of 
loans . 
Mor tgage s can be purcha sed from l enders, inc l uding bank s, 
savings and loan a s soc iati on s, mortgage compa n ie s, and o ther 
organ i z at ion s  th at have qua l i fi e d  as e l i g ible se l l ers and 
have ente red into a s e l ling agre eme nt with th e corporation . 
8FHA Office i n  Knoxvi l le, 1 9 7 5 . Total defaul t i s  
de f i ned by FHA a s  forecl o s ure o n  the 2 3 5 home has be en 
c omp l e ted, and the home has been acq ui red for re s a le . 
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How to Se l l  Mortgage s  to FNMA. 
Thro ugh i ts Free Market Auc tion Sy s te m ,  FNMA make s 
ava_i l able bi -weekly funds for advance commitments on home 
mortgage s .  S e l l e r s  may bid for a th re e or s i x-month 
commi tme n t  covering new or e.xi s t ing hous ing ; twe lve , fi fteen , 
and e i ghteen mon th commi tments are a l so ava i l able fo r 
mo:rtga ge s cove r in g new cons .truc t ion on ly . At th e de s i gnate d  
c lo s i n g  t i me , FNMA o f f i c i a l s  de termine the accep tabi l i ty o f  
o f fe rs , o n  a competi tive ba s i s  as we l l  as e xe cuting a l l  
e l i gible non compe titive bi ds . Offe r s  not accepted by FNMA 
are forma l ly de c l i ned . 
Upon noti f i caton that i t s  o f fer has be en ac cepted , a 
s e l le r  mus t immedi ate ly send to the appropr i a te FNMA o f f ice , 
a che ck for the approp riate commi ttment fee ranging be tween 
1/ 2 percent and 1 - 1/2 pe rcent de pending on th e length o f  the 
commi tment and 1/4 pe rce nt common s toc k s ubscrip t ion . The 
commi tment fe e is not re fundable by FNMA . 
A l s o  in 1 9 7 0 , $ 5 0 0  mi l l ion wa s a l loc ate d from FNMA 
{ Gove rnme n t  Nat ional Mor tgage As sociation ) for the purchase 
of Section 2 3 5 mo rtgage s on. the secondary marke t thro ugh · 
the 11 Tandem ;Plan . 11 An e s timated 3 2 , 2 5 0  pe rsons we re e xpected 
to bene f i t  from th e f i r s t  use o f  th i s revolvin g fund . 
Th e fund work s l ike th i s : When a bu i l der obta ins a 
f i rm FHA commi tment unde r Sec tion 2 3 5 ,  he wi l l  be_ able to 
ob tain the GNMA firm c ommi tment for purchase of the 
11 2 3 5 " 
5 6 
mortgage at a di scoun t  price o f  $ 9 7  regardl e s s  o f  the pr ice 
o f  th e FNMA auction ma rke ts . GNMA wi l l  no t require a 1 
pe rcent commi t tment fee for i t s  f i rm commi ttments to purchase 
the Se ction � 3 5 mortgages . 
What fol lows i s  a de s cription o f  the e l i gibi l i ty , inc ome , 
fi nanc i a l  and mo rtgage provi s i on s  for proc e s s ing an app l i can t 
unde r the S e c ti on 2 3 5 pro g�am . 
V .  F I NANCIAL AND MORTGAGE PROVI S I Ol�S OF SECTION 2 3 5  
The Section 2 3 5 program i nvo lve s direct s ub s i dy 
payments ba sed upon the financ i a l  p i c t ure o f  the app l i cant . 
The .amo unt o f . the s ubs idy varie s wi th the income o f  the 
fami ly and the total amo unt o f  the mo rtgage payment at a 
c e rtain rate o f  i n tere s t  on the money marke t .  Mo rtgage 
money is provi de d by pri vate lending agen c i e s  ( mortgage es ) ,  
with ins urance prote c t i on unde rwr i tten by the FHA . Th i s  
mortgage i n s u rance i s  provided to prote ct the mortgage e 
again s t  the fore clos ure o f  mortgage e s . 
I ncome E l igibi l i ty 
As s i s tance i s  pro vided to fami l ie s  by reduc ing the 
inte re s t  ra te on the mortgage , to as low as 1 pe rcent . To 
qua l i fy ,  the appl i cant mus t  have an i ncome w i thin the 
l imi ts e s tabli shed by FHA for each geographic are a . The se 
l imitat ion s are ba sed on 1 3 5  pe rcent o f  the in come for · 
pub l i c  ho us ing in the area . To be e l igible fo r the s ub s i dy , 
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the an nua l adj us te d  gro s s  i ncome o f  the Sectio n  2 3 5 appl ic ant 
canno t e xceed th e amount l i ste d  on Table IV- 1  for Knox County . 
TABLE IV- 1  
ADJUS TED FAM I LY I NCOME LI MI TS FOR SECTION 2 3 5 
HOUS I NG I N  KNOX COUNTY , TENNES SEE 










1 0  
Income ' l imi t 
$ 4 , 8 6 0  
5 , 9 4 0  
6 , 2 1 0  
6 , 4 8 0  
6 , 7 5 0  
7 , 0 2 0  
7 , 1 5 5  
7 , 2 9 0  
7 , 4 2 5 
7 , 5 6 0  
So urce : FHA C i rcular Le tter No . 7 1 - 1 1 , May 5 ,  1 9 7 1 . 
I n  orde r to de te rmine the appl icant ' s  ad j u s te d  i ncome , 
the fol lowi n g  me thod i s  uti l i z e d  by the broker or mo rtgagee : 
a .  Tota l Annual Fami ly I n come 
Le s s  Ea rn i ngs o f  Minors 
To tal Ad j us te d  Fami ly I ncome 
b .  Le ss Unus ual Income 
$ 
5 pe rcen t o f  Total Income $ 
Othe r $ 












d .  Le s s  No . o f  Minors X $ 3 0 0  $ 
e .  Ce rt i f ie d  Ad j us ted Annual Fami ly I nc ome $ 
-------
-------
The I ncome Limi ts are revi ewe d by F HA and chan ged 
pe r iodical ly . During the pe riod of thi s s tudy , th e income 
l i mits we re chan ge d s e ve ral time s by FHA . 
E xcept i on I ncome Limi ts 
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Fami l i e s  who se in come e xceeds the 13 5 percent formula , 
but are w i th i n  the FHA Excepti o n  I n come Limits ( 9 0 percent 
o f  Se cti on 2 2 l ( d )  ( 3 ) l imi ts ) cou l d  s ti l l  be e l i g ible for 
qual i fy ing un de r the Sec tion 2 3 5 program . However , the s e  
pe r s ons are required to p a y  a mi nimum cash inve s tment ( down 
. 9 payme nt )  o f  3 pe rce nt . 
De f i n itio n  o f  a Family 
According to FHA guide l ines a fami ly i s  de f ined as : 
( 1 )  Two or mo re persons re l ated by blood , marriage o r  the 
ope ratio n of l aw ,  who occupy tne s ame un i t , or ( 2 )  a 
phys i c a l l y  handic appe d s ingle pe rs on who ha s a phy s i c al 
impa i rme n t  wh ich is e xpecte d  to be of conti nue d  duration and 
whi ch s ub s tan tia ll y impa i r s h i s abi l i ty to l ive inde pende ntly 
and which woul d be improve d by more s u itable hous i ng or 
( 3 ) a s ingl e pe rson , 62 ye ars o f  age o r  o l de r . 
9 FHA C i rcular Le tte r  7 0 - 2 , Jan uary 2 3 ,  1 9 7 0 . 
5 9  
A s s e t s  Limi ta t i on s  o f  S e c t i on 2 3 5 
I f  the he ad o f  the family . o f  a ho u seho ld i s  unde r 6 2  
ye a r s  o f  age , he cannot have a s se ts of more than $ 2 , 0 0 0  p l us 
$ 5 0 0  for e ach depe nde n t  p l us an . amount equa l to the 
app l i cant ' s  share of th e mortgage payme nt for one ye ar . On . 
the o ther hand , i f  the he ad o f  the fami ly i s  6 2  years o f  a ge 
or o l der , the a s s e t
1 0  l imi tation i s  $ 5 , 0 0 0  p l us the o ther 
i tems de ta i l e d . 
Mortgage Amount s  A l l owe d Unde r S e c ti on 2 3 5 
Th e fo l l owing loan amoun t s  are e s tab l i s he d  by FHA for 
the type of re s i den ce s l i s te d . The se l imi ts were s e t  
o r i ginal ly i n  the HUD Ac t o f  1 9 6 8 ,  and have been changed by 
s ub sequen t  l e gi s l at i on to re f l e c t  the e s ca l a t i ng cos t s  o f  
con s truc t ion in the hou s i ng ma rke t .  The o r i g ina l s ingle 
f ami ly maximum amo unt was $ 1 5 , 0 0 0  fo r low co s t  area s . 
Ma ximum Loa n  Amount : 
Type Re s i dence Low Co s t  Are a s  
S i ngle fami l y  
S in gl e  fami ly re s i dence -· 
{ 5  o r  more pe rs ons , 
purcha s i n g  a 4 bedroom 
ho us e ) . 
$ 1 8 , 0 0 0  
2 1 , 0 0 0  
High C o s t  Are a s  
$ 2 1 , 0 0 0  
2 4 , 0 0 0  
1 0�s s e t s  are de fine d b y  FHA a s  bank accoun t s , s tock s , 
bonds , re a l  e s tate and cash . ' Fo r  p urpo s e s  o f  de te rmin i ng 
a s se t s , automob i le s , ho u seho l d  furni ture , and o ther pe r s onal 
prope rty are e xc l ude d . 
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Mi nimum Inve s tmen t  ( Down Paymen t )  
The 11 2 3 5 "  buye r mu st inve s t  a minimum o f  $ 2 0 0 . 0 0 ,  a l l  or 
a part wh ich mus t be use d for prepayab le e xpe nse s .  The b uye r 
may put down more than the $ 2 0 0 . 0 0 ,  but on ly to ( 1 )  re duce 
the maximum al lowab l e  mo rtgage , or ( 2 )  pay for requi re d 
pre payab le e xpe n se s i n  e xce s s  o f  $ 2 0 0 . 0 0 .  
I f  the purch a s e r  doe s not have $ 2 0 0 . 0 0 for c a s h  
inve s tmen t ,  h e  i s  al lowe d t o  pe r form part o f  th e labor i n  
conne c t i on with the house cons truc tion . Th i �  i s  re fer re d to 
a s  " s�eat equ i ty . " Mo rtgagee s indicate d  that few bui l der s 
al lowe d th i s  and fewe r broke rs me nt ioned i t  to buye rs s i nce 
11 i t  caused a lo t o f  e xce s s  work . "  
Howeve r ,  i f  the b ui l de r s  or broke r s ho ul d  go a l on g  wi th 
the " swe at equi ty "  provi s i on , then th e s a l e s  con tra c t  
s houl d s pe c i fy the e xac t nature o f  the wo rk t o  b e  per forme d  
b y  the b uye r . Th i s  wi l l  enable the FHA to de termine i f  the 
wo rk has a va lue equ i va le n t  to the amount of do l l ars b� i n g  
al lowe d b y  the bui l d� r  o r  broke r .  
Ma xi mum S a l e s  Price 
FHA spe c i f i e s  th at the prope rty may not be s o l d  to the 
purchaser at a price , incl uding cl o s in g  co s t s , grea te r than 
the FHA appra i s e d  va l ue , or for an amo u� t whi ch wi l l  requi re 
a cas h inve s tmen t  in e xce s s  o f  th e mi n imum requ i red by 
s ta t ute . Fo r e xampl e ,  i f  the FHA appra i s e d  a hou se at 
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$ 1 8 , 5 0 0 , the property can no t b e  s o l d  for $ 1 8 , 5 0 0  w i th the 
bo rrowe r paying $ 5 0 0  c a sh down paymen t . .  Howeve r ,  the s a l e s  
p r i ce could b e  $ 1 8 , 0 5 0  wi th the buye r pay ing $ 1 5 0  for prepay 
items and thus the l oan wo uld be $ 1 8 , 0 0 0 . 
Maximum S ub s i dy 
The amo un t o f  the s ub s i dy i s  e s tabl i s he d by tak ing the 
le s se r  amo unt o f : ( a )  the mon th ly paymen t to principal and 
inte re s t  on an 8 - 1/2 pe rcen t loan ( for e xamp le ) p l us the FHA 
Mor tgage I n s urance Premi um ( MI P )  plus taxe s an d in s urance 
minus 2 0  percent of th e buye r ' s  adj u s te d  gro s s  in come , or 
( b )  the month l y  payme n t  to prin c ipal and intere s t  ( P & I ) a t  
8 - 1/ 2  p e r c e n t  i nte re s t  ( fo r  e xamp le ) p l us the FHA MIP mi nus 
monthly payments to principal an d i n te re s t  on 1 percent . 
EXAMPLE : A fami ly wi th an ad j us te d  in come o f  $.4 0 0  pe r 
mon th reque s t s  a s ub s i dy on a loan o f  $ 1 3 , 0 0 0 . 0 0 .  As s umin g 
re gul a r  monthly payments o f  $ 1 2 6 . 0 0 ( inc l uding principa l , 
inte re s t ,  MIP , taxe s ,  and i n s u�ance ) .  
CRI TERI ON # 1  . 
Re gul ar Mo nthly Payment $ 1 2 6 . 0 0 
( 2 0  pe rcen t o f  $ 4 0 0 . 0 0 )  - 8 0 . 0 0  
4 6 . 0 0 
CRI TERI ON # 2  
P r inc ipal and Int . 
( 8 - 1/ 2  percent ) 
MIP 
Le s s  P & I  ( a )  
1 pe rce nt 
$ 9 9 . 9 7 
5 . 4 0 
1 0 5 . 3 7 
- 4 1 . 8 6 
$ 6 3 . 5 1 
S ince $ 4 6 . 0 0 i s  l e s s  th an $ 6 3 . 5 1 ,  th e s ub s i dy in th i s  
e xamp le woul d  b e  $ 4 6 . 0 0 and the buye r would pa.y the 
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d i f fe rence o f  $ 8 0 . 0 0 .  Howeve r ,  i f  C r i te ri on # 1  e s tabl i shed 
th e s ub s i dy paymen t ,  the FHA wi l l  ab s orb any fut ure incre a s e  
in haz ard ins urance on taxe s up the maximum s ubs i dy a l l owe d . 
I f  Cr i te r ion # 2  e s tab l i s he s  the s ub s i dy paymen t ,  the b uyer 
mus t  abs orb any increase in ha z ard i n s u rance or taxe s . 
Te rms o f  Loans 
The maximum term for " 2 3 5 " l oans is 3 0  years . Howe ve r , 
in ce rta i n  c i rc ums tanc e s  the buyer may be accepte d fo r a 3 5 -
o r  4 0 -year mo rtgage . 
Co s ts o f  S e l l e r  
S ince th e S e c t i on 2 3 5  program i s  geare d  to tho se fami l i e s  
wi th l imi te d a s s e t s , mo s t  fami l i e s  i n  that case wi l l  wan t to 
purchase the ir home wi th the min imum down payment of $ 2 0 0 . 0 0 .  
Th ere fore , the s e l l e r  in tha t  c a s e  mus t  ab sorb th e - buyer ' s 
c l o s i ng co s t s  an d po s s i b ly a po rtion o f  the prepa i d  i tems . 
Mo rtgage e  Mus t Re ce rti fy Income 
Eve ry two yea rs , the mo rtgagee ( l ende r )  i s  req ui red to 
obtain from the " 2 3 5 "  home owne r a rece rt i fi cat ion of the 
owne r ' s  gro s s  annua l in come . Of cou rs e , as the owner ' s  
income goe s  up the amo unt of s ub s i dy he re ce ive s wi l l  
dimin i s h .  
Credi t Co un se l ing ( S e c t ion 2 3 7 )  
Unde r Se ction 2 3 7 o f  th e HUD Ac t o f  1 9 6 8 , prov i s ions 
we re made for l ow or mode rate income buye rs of 2 3 5  ho using 
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who could not mee t  norma l cre d i t  s tanda rd s be cause o f . a poor 
cre d i t  s tanding , deb t  obl igation s , or to tal ann ua l income . 
To q ua l i fy for S e c tion 2 3 7 ,  i t  mus t  be s hown that the b uyer 
wi l l  be a " rea sonably sati s fac tory " credit r i s k  i f  he re ceive s . 
coun s e ling con ce rning budge ti ng ,  de bt management , and o ther 
financial re l a ted coun se l ing . 
Al tho ugh th i s  part o f  th e program wa s inc l ude d in the 
HUD Ac t o f  ' 6 8 - ' 7 0 ,  i t  was not f unded . Some o f  thi s 
coun s e l ing wa s provi de d by non-profit group s , and ve ry l imi te d 
co un s e l in g  was provide d by the FHA . Th e mortga ge e s  made 
the i r  pos i ti on clear wi th regard to S e c t ion 2 3 7 : mos t· 
inte rvi ewe d fe l t  ib wa s a " mockery o f  the . e s tabl i s he d cre d i t  
s y s tem , an d was unnece s s ary . " 
VI . THE PROCES S  OF S ECT ION 2 3 5 : 
A HYPOTHETICAL CAS E  S TUD Y 
The proce s s  o f  s e curing th e approva l o f  the FHA to 
bui l d  a s ubdivi s i on ( to s e l l  home s un de r the Sect ion 2 3 5 
prog ram) , an d the proce s s in g  o f  a l l  the f inanc i a l  appl ication s  
o f  th e buyer invo l ve the mo rt gagee . Th us , the proce s s  o f  a 
hypothe t i c a l  " 2 3 5 "  s ub divi s ion s ecuring approva l from FHA 
and th e s e l l ing o f  a home under th e S e c t ion 2 3 5 program i s  
i n c l ude d i n  th i s  chapte r o n  the mo rtgagee . The fo l lowi ng 
hypothe t i c a l  c as e  s tudy of the " 2 3 5 " s ubdivi s i on app rova l 
and f inanc i a l  proce s s ing o f  an app l i c ant serve s  to i l l us trate 
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the typ i c a l  s i tua t i on en coun te re d  for the s e ven · s ubdivi s ion s 
s tudie d  in Chap te r I I I . I t  a l s o  e xplore s the f inanc i a l  
commi tme nt proce s s  and the va rious f inanc i a l  procedure s and 
forms ne ce s s a ry to qua l i fy and s e l l  a home to a b uyer unde r 
th e S e c t ion 2 3 5 pro gram . Although th e proce s s  o f  securing 
zon i n g  approva l  for the deve l ope r/builde r ' s  prope rty i s . vi ta l 
to th e pro ce s s , the case only e xpl ore s the proce s s  o f  the 
pr ivate s e c tor partic ipan ts de a l ing with the FHA o ff i c e . 
Inc l ude d i n  th i s  hypothe ti cal ca se i s  many . o f  the ac tua l 
forms uti l i z e d  by th e FHA , th e bui l de r/broke r , and the 
mor tgagee ( len der ) th at are ne ce s s a ry for mak ing an 
app l i ca t i on to FHA for the Se ction 2 3 5  mortgage ins urance 
and a s s i s tance payments . 
As poi nte d out earl i e r , when bui l t  by a bui lde r/ 
de ve lope r , th e hous e i s  s o l d  to a b uye r who mee ts the S e c t i on 
2 3 5  requiremen t s  an d i s  e l igible to purcha s e  unde r the 
Se c t i on 2 3 5 program . Th e home i s  sold by the b ui l de r  a nd/or 
broke r who coordin a t e s  wi th a pr iva te lending i n s t i tution 
( e � g . , the mo rtgagee ) .  Th e mo rtgagee f i l e s  the buye r • s ·  
appl icat ion to the FHA for an i n s ured loan . I f  approve d , the 
mortgagee gets an i n s ure d loan and the b uye r re ce ive s  a 
s ub s i dy f rom the f e de ra l  gove rnment to de fray a part o f  h i s  
mortgage payments . A s s uming th e buye r re ce ived the max imum 
gove rnment s ub s i dy ( ba s e d  on h i s i ncome ) , the new home 
owne r ' s  inte re s t  ra te cou l d  be re duc e d  to a s  low a s  1 
pe rcen t . 
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Al though the fol lowing c a s e  i s  hypothe ti cal in look ing 
at the key part i c i pants in the ope ration o f  the S e c t ion 2 3 5 
pro gram , the forms are some o f  the ac tua l forms and 
proce dure s th at the . deve l ope r/bui l de r s /brokers in the seven 
" 2 3 5 "  s ubdivi sions s tudi e d  in Chapte r I I I  uti l i z e d , and the 
mor tgage e , d i s c u s s e d  in Chapter IV fo l lowe d in th e S e c t ion 
2 3 5 program · proce s s  in Knox Coun ty , Tenne s see . 
Background o f  the Ca s e  
The s pon sor of the s ubdivi s io n  i s  a pro f i t  mo tivated 
bui ld e r  s ee k i n g  a rea sonable re turn for prof i t · and ove rhe ad 
f rom hi s s a l e s . The ent i re app l i ca tion once comp l e te d  wou l d  
b e  s ubmi tted t o  the l o c a l  FHA i n s uring o f f i ce b y  an 
FHA- approve d . mor tgage e . 
The app l i c a t i on i s  d i vi de d  i n to two s eparate s ubmi s s ions . 
S ubmi tte d  a s  one package o f  forms i s  the appra i s a l  and 
commi ttment , the plot plan , the comple te working drawi ngs , 
th e . de s cr i p ti on o f  mate ri a l s , and the req ue s t  for 
pre l imi nary re s e rva tion of fund s . Th i s  i s  on ly the 
i n i t i a t ion of the proce s s  by th e deve loper/b u i l de r  to have 
h i s  s ubdi vi s io n  approve d by the FHA for the s ale o f  house s 
unde r  th e S ec tion 2 3 5 pro gram . At thi s  po i n t  i n  the proce s s ,  
the pro s pe c tive " 2 3 5 "  purchaser has no t been fo und , nor for 
tha t ma tte r  is the bui lder unde r any ob l i gat ion to s e l l  h i s  
home s unde r the S e c t i on 2 3 5  program . 
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The second package o f  forms and procedure s take s p l ace 
a f ter the deve lope r/bui l de r ' s  s ubdivi s ion has been approve d 
by FHA , the fir s t  home ( s )  have been con s tructe d , the real 
e s ta te broker or s a l e sman ha s begun h i s  a dve r t i s ing program,  
and a poten t i a l  purch a s e r  who can qua l i fy for the Sec tion 
2 3 5 program has bee n  found . Th e forms i n c l ude d in thi s s e t  
con s i s ts o f  the appl ication fo r t h e  buye r ' s  c re d i t  approva l , 
other credi t  ve r i fi c a t ion s , the s a l e s  contrac t ,  the s ummary 
of e s t imated cos ts , and the app l ication for Sec t ion 2 3 5  
a s s i s tance payments . 
The Hypo the tical Case - Proce s s ing S chedule 
1 .  March 1 -- Two sets o f  " App l ication for S ubdivi s ion 
Fe a s i b i l i ty Ana lys i s "  are f i l e d  by the de ve loper for a 
s ubdi vi s ion containing 1 1 6  lots . ( See F i gure IV- 2 , p .  6 7 . ) 
2 .  Ma rch 4 -- The local FHA o f fi ce repl i e s  tha t the 
appl i c a t i on has been rece i ve d  and that proce s s i ng o f  the 
de ve loper/bui lder app l i cation i s  unde rway . 
3 .  Ma rch 9 -- The FHA o f fice i s s ue s  a le tter s tating 
tha t the s ubdi vision is fe a s ible and reque s ts s ubmi s s ion of 
comp l e te precon s truc t i on exh ibi ts . 
4 .  March 2 5 -- The deve lope r/bui lder s ubmi ts 2 s e t s  o f  
e xh i b i ts for pre con s truc t ion analy s i s . The exh i b i t s  i n c l ude 
p l a n s  fo r each ba s i c  type o f  ho use . 
5 .  Ma rch 2 7 -- The FHA o f fice rep l i e s  tha t the e xhibits 
FHA FORM # 2 2 5 0  U . S .  DEPARTMENT O F  HUD 
(Abbreviate d )  FEDERAL HOU S I NG ADMINIS TRATION 
Bud ge t Bur eau No . 
6 3-Rl 2 0 3· 
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Sponsor ' s  Name :  SHERLOCK HOMES , INC . FHA File # __ 1_5 ________ � 
S treet Add r e s s :  34 1 7  RO SEWOOD LANE Subdivis ion Name : SUN RIVER ACRES 
BAYV I EW IOWA 5 5 006 Trac t Number : SECTION 4 
C i t y  or County S t ate Zip Code Lo ca tion : PALATINE & S CHOENBECK 
Phone : 5 1 5  7 3 3=1 9 7 0  ROADS 
--------------------------�--� 
Area Cod e TODD COUNTY , BAYV IEW ,  IOWA 5 5 006 
APPLI CAT ION FOR SUBDIV I S ION FEAS IBILITY ANALYS I S 
A feasibility analys is o f  th is propo sal is reque s ted a�d the followin g 
exhib i t s  are enc lo sed : 
00 Location Map 
� Prel iminary Subdivision Plan 
� S i gned FHA Form 2 010 
GENERAL INFORMATION : 
1 .  Sponsor is � Land Owner 
[] Op t ion Holder 
2 .  S i ze of thi s  Pa rcel 4 4  ACRES 
3 .  Number of Lo t s : 116 
4 .  Typ ical Lo t S i z e : 80 x 13 0 
5 .  Adj acen t Land Under Sponso r ' s  
Contro l : NONE Acr e s  
6 .  Other Land Uses : 
3 . 4 3 ACRES : KINDERGARTEN 
& PLAYFIELD 
7 .  Spon so r  will : 
[]] develop land and build 
home s ; ini t ia l  plan is to 
s tart � homes in $18 , 500 
t o  $ 2 1 , 5 0 0  p r ic e  range . 
8 .  Is Tentative Map approved by 
Local Author i t ie s ?  [] Yes 
[[) No 
9 .  Is Plat recorded ? 0 Yes · 
QC] No 
REMARKS : 
10 . Covenan t s  recorded? [] Yes 
[!) No 
[] Will be ident ical t o  
previous uni t . 
� Will conform with FHA Data 
Sheet 4 0 . 
11 . a .  Wa ter System :  � Central 
( Publ ic o r  Community ) 
0 Individual 
b .  Sewerage Sys tem : · � Central 
(Pub lic o r  Community) 
0 Ind ividual 
12 . Proposed S t reet Improvemen t s : 
Pavement Bas e  ROLLED S TONE 8 "  
Wearing Surface ASPHALT IC 
CONCRETE {L) Sidewalks 
@ Curb and Gut t er 
13 . Und erground electric and t ele­
phon e ?  [K] Yes 
0 No 
KINDERGARTEN & PLAYFIELD--3 . 3 4 ACRE S (TO BE DEDICATED 
TO THE MUNICIPAL AUTHORITY ) 
S ign ed : 
PREV IOUS FHA EXPERI ENCE : PUMB RUN ,  FHA # 8  
(Sponsor) 
LITTLE RIVER ACRES , FHA # 1 3  
PRES IDENT ____ S.....:H:.:...E __ R_L_O-=..C_K_.H_O_M_E_S�,:...--I_N_C_. ------+ 
(Titl e )  (Name o f  Developmen t Company ) 
Da te : MARCH 1 ,  1 9 7 1  ASP-1 
Fi gure IV- 2 . App l i ca t ion for S ubdivi s ion Fe a s i bi l i ty 
Ana l y s i s . 
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s ubmi tte d  by the deve loper/b ui l der have been rece i ve d  and 
tha t  proce s s ing wi l l  now comme nce . 
6 .  Apri l  1 0 -- The FHA i s s ue s  a le tte r  s tating that the 
s ubdi vi s ion review analy s i s  has been c omp l e te d , and tha t  the 
de ve loper/b ui l de r  may begin . s ubdivi s ion improvement for 4 7  
l o t s , and app l i c ations for commi tments on individual 
prope r t i e s  may be s ubmi tted . One s e t  o f  pre cons truc tion 
e xh i b i t s  are re turned to the deve l oper i ndicating re vi s ions , 
i f  any to be made . 
7 .  Apri l  1 1 -- The deve lope r/bui lder us i ng FHA Form 
3 1 2 2 -A make s  a reque s t  for 2 5  uni ts ( unde r " prior i ty 
re g i s tra tion " ) an t i c ipating tha t  the balance w i l l  be s o l d  
unde r the s tan da rd FHA 2 0 3 ( b ) program . 1 1  Thi s  s y s tem 
provides tha t the hous ing un i t s  sold to the " 2 3 5 "  buye r s  
wi l l  be proce s se d  a s  fund s are ava i l able ; s ome f i rm 
" Re s e rva t i on s  o f  Contra c t  Autho r i ty "  may be gran te d i f  the 
funding of the progr am improve s . 
8 .  Apr i l  1 2 -- The de ve l ope r/bui l de r  begi n s  t o  make 
impro veme nts on h i s  s ubd ivi s ion . 
9 .  Apr i l  2 0 -- The bui l der/broker and the mortgagee 
1 1 unde r the FHA 2 0 3 ( b )  program anyone i s  e l i gible . The 
Cash I nve s tment ( down paymen t )  i s  3 percent of the f i r s t  
$ 1 5 , 0 0 0  o f  val ue p l us 1 0  pe rce n t  o f  the next $ 1 0 , 0 0 0  o f  va l ue 
p l us 2 0  pe rcent on a l l  ove r $ 2 5 , 0 0 0 . The maximum mo rt gage 
a l l owe d is $ 3 3 , 0 0 0  for 1 fami l y , $ 3 5 , 7 5 0  on 2 and 3 fa�i ly 
home s , and $ 4 1 , 2 5 0  on 4 fami ly home s . 
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( l ende r )  s ubmi t three s e t s  o f  app l i �at ion s for FHA · appra i sal 
an d commi tment s on each i ndi vidua l property . 
1 0 . Apr i l  2 6 --FHA i ndi cate s that analys i s  o f  individua l 
p rope rty app l i c ations has be en comp l e te d  and i s s ue s  the 
conuni tments reque s te d  by the bui l de r  and the mortgagee . 
11 . Apr i l  3 0-- The de ve lope r/bui l der ca l l s  f o r  a s i te 
in s pec ti on by FHA prior to beginning the cons truc t ion proce s s . 
1 2 . June 1 5 -- The deve l ope r/bui lder c omp l e te s  the f i r s t  
un i t s  for pote n tial s a le unde r th e Sec tion 2 � 5 program . 
1 3 . June 1 6 -- The re al e s tate broke r on beh al f of a 
bui lde r adve r ti se s that house s j us t  comp l e te d  are ava i l a ble · . 
for s a l e  to pe r s on s  who qual i fy under the Se c t ion 2 3 5  prog ram . 
14 . July 1 -- The f i r s t  buye r ' s  appl i c a tion for home 
owne rship a s s i s tance i s  take n by the broke r or mortgage e but 
is submi tted by the mortgage e  to the FHA o f f i ce . ( S ee Fi gure 
IV- 3 , page 7 0 ) . Along wi th the Appl icat�on for Home Ownership 
As s i s tance ( FHA 3 1 0 0 ) , an app l i cati on for cre di t  approval 
( FHA 2 9 0 0 )  i s  s ubmi tte d fo r ve ri f i cat ion by the mortgagee 
to a reco gni z e d  credi t age ncy . 
I n  add i t ion to th e . reque s t  o f  a credit report on the 
po tent i a l  " 2 3 5 " b uye r ,  the mortgage e a l s o  reque s t s  a 
" veri f ic ation o f  depo s i t "  from th e app l i cant ' s  bank , as we l l  
a s  a " veri f ication of empl oyment " from the appli cant ' s  
pre sen t employe r .  The time frame for thi s proce s s  va r i e s  
con s i derab l y  dependi ng o n  a n  ind iv i dual appl icant ' s  c a s e . 
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FHA FORM NO . 3100 
AP PLICATION FOR HOME OWNERSHIP AS S IS TANCE A . FHA Cas e  No . 
UNDER SEC . 2 3 5  OF THE NATIONAL HOUS ING ACT (HYPOTHETICAL ) 
B .  Mor t gagee-Name and Addres s :  c .  Mo r t gagor ( s )  Name ( s ) : 
MIDWEST MORTGAGE COMPANY Husband or Head : JOHN W .  PARI S 
3 1 00 MAIN S TREET Spou s e : MURIEL PARI S 
BAYVIEW ,  IOWA 5 5 006 Co-Mort gagor ( s ) : 
2 9 3 0  ORVILLE HEIGHTS RD . 
BAYVI EW ,  IOWA 
D .  EMPLOYMENT : Years 
( ! ) Oc cupation ( 2 ) Soc . S ec . ( 3 ) Emp l ' d  (4 ) Emp l<:?yer 
Husband or Head : TEACHER 509-38- 2 1 2 5  6 MAYVI EW HIGH s .  
Spous e : S EAMSTRE S S  509-38-2 1 2 6  2 NICE INTERIORS , 
INC . 
E .  HOU S EHOLD COMPOS ITION AND ANNUAL INCOME : 
Relat ion-
Name Age Sex ship 
1 .  JOHN W .  PARIS 37 M HU SBAND 
2 .  MURIEL PARIS 34 F WIFE 
3 .  ANDREW R .  1 6  M S ON 
4 .  WALTER 13 M SON 
5 .  MURIEL B .  11 F DAUGHTER 
TOTAL ( 6 )  
7 .  Numbe r  in Hou sehold : 3 , 9 .  
8 .  Numbe r  o f  Eligible Minor s :  3 10 . 
Wa ge or Dis a- Unemploy-
Salary b i l i ty men t 
6 , 54 5  1 0 0  ' 
1 , 2 0 0  7 8 0  
5 0 0  
NONE 
NONE 
8 , 24 5  100 . 7 8 0  
No . of Depend ent s  (exc . Spouse ) : 3 -
Numb er of Hand ic apped : 0 
. INCOME HOME INSURANCE TRANS-
ll . To tal Annual Income (F�8 (b ) or ( c ) -- - $8 , 6 2 5  ACTION : 
( a ) Le s s  5% of To tal Annual Income--- ! . Sale Price : $ 1 9 , 1 0 0  
(b ) Le s s  Unu sual Income-------------- 1 , 3 11 2 . Mortgage Arnt . :  $ 1 9 , 100 
( c ) Le s s  Eligible Minors (F-10 3 x300 ) -- 9 0 0  3 . Down Payment : $ 100 
12 . Adj us ted Annua l Inc ome-------------- $ 6 , 4 14 4 . Term in Months : $ 3 6 0  
1 3 . Adj us ted Monthly Inc ome (15+12 ) ----- $ 5 3 4  5 .  Int ere s t  Ra te : 7 1 / 2 % 
6 . Es t . Mt g . Paym . : $ 1 6 5 . 7 3 
AS S I STANCE CALCULATIONS : 
l . Area Inc ome Limit for this Fami ly : $6�8 8 5 . 0 0 
2 . Monthly Mo rtgage . Payrnen t $165 . 7 3 
3 . 20% o f  Adj . Mon thly Income $106 . 8 0 AS S ET S  ALLOWANC E :  
4 . Formula ( l ) fo r  Mo . Sub sidy ! . Dependen t s  (F-12 ) 
( G-3 minus G-4 ) $ 5 8 . 9 3 3 x $ 5 0 0 )  --------- $1 , 5 00 . 00 
5:110n thly Payment 2 . Annual Shar e o f  Mo rt . 
(Princ . +Int . +MIP ) $ 1 4 7 . 30 Payrn ' t ( G-10xl 2 ) ------ $1 , 2 8 1 . 0 0 
6 . Monthly Payment $ . 3 . I f Mo r t gagor i s  6 2  or 
(Princ . +In t . +@l% )  $ 6 1 . 18 Older , en ter $ 5 0 0 0  or 
7 . Formula{2� f orMo . Subs idy $ 8 6 . 1 2 i f  l e s s  than 62 , enter 
8 . As s i s t . Paymt . Auth . $ 5 8 . 9 3 $ 2 0 00-----------�-- -- $ 2 , 000 . 0 0 
9 .  Mor t gagor-'S.�fon thly Paymt . $ 1 0 6 . 8 0 4 .  To tal As s e t s  Allowanc e $ 4 , 7 8 1 . 00 
F i gure I V- 3 . App l i c a t ion for Home Ownership As s i s t ance 
Unde r S e c t ion 2 3 5 .  
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1 5 . July 1 0 -- The deve lope r/bui l de r  reque s t s  to the FHA 
i n s uring o f fice that he rece i ve FHA approva l for a pre s cribed 
numbe r  of addi t i onal lots . 
1 6 . July 1 5 -- The FHA o ff i ce i s s ue s  a " le tte r o f  
approva l "  f o r  t he deve lope r/bui l de r  t o  con t i nue cons truc t i on 
i n  h i s  de ve lopment .  
1 7 .  Septembe r 1 ,  1 9 7 1-- The de ve lope r/bu i l de r  s ubmi ts 
a l e t te r  to FHA ce rti fying that he has comp l e te d  " S ubdivi s ion 
Impro vements in S ubs tantial Conformi ty w i th Approve d  P l ans 
and S pe ci f i c a t i ons . "  
1 8 . Conti nued P roce s s ing-- The buye r ' s  appl ication forms 
a re now in proce s s  by the mo rtgagee and the credit agency . 
I f  he mee t s  a l l  the requi rements , h e  w i l l be the owne r o f  a 
home under the S e c t i on 2 3 5 program . · . 
CHAP TER V 
AS SES SMENT OF THE PRI VATE SECTOR 
PERFORMANCE IN SECTI ON 2 3 5 
I .  F I NDI N GS AND CONCLUS I ONS 
1 .  I t  was fo und that the key partic ipants who make up 
the private hous in g an d home fin ance i ndus try --de ve l ope rs/ 
b u i l ders , broke rs , and mort gage le nders have the pr imary 
re spon s ib i l i ty for the ope rat ion of the S e c t ion 2 3 5 program . 
The private sector par ticipants i n  fac t we re the key s to the 
s uc ce s s  of th e pro gram in Knox County . They bui l t · the house s ,  
pub l ici z e d  the ava i l ab i l i ty o f  the program , adver t i sed for 
poten t i a l  buyers , and in many cas e s  actua l ly de te rmined who 
parti cipated in the program . 
2 .  The re al e s tate sector in part i c ular we re ve ry 
e xplo i ta t i ve o f  the " 2 3 5 "  buyer . They knew the b uye r was not 
knowledge able o f  the S e c t ion 2 3 5  program , and wa s 
ine xper ience d  a s  a home owne r ,  an d was de s i rous o f  own i n g . h i s  
own home a n d  there fore vul ne rab le to the " s a l es pi tch . " 
3 .  The " 2 3 5 "  s ubd ivi s i on s s tudie d . conta ined no B l ack s . 
· Th i s  may or may no t have been ove rt d i s cr imination on the 
part of builde r s and brok e rs . 
4 .  Mortgage l e nde rs , al tho ugh they p l ay a " pa s s ive role " 
in the ope rat i on of the . S e c t i on 2 3 5 program ( they do not 
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adve r t i s e  or s o l i c i t  buyers a s  do the bui l de r s  an d brokers ) ,  
p l ay a key rol e  in the proce s s . The lender i s  th e 
in formational l i nk be twe en FHA and th e bu i l de r and the broke r  
conce rning the procedure s to b e  fol l owe d in ca rry ing o u t  the 
program . I t  was al so fo und th at the le nders we re aware o f  
di s criminato ry prac tice s b y  bui l ders an d broke rs . 
5 .  The ma j or characte ri s ti c  o f  th e " 2 3 5 " s ubdi vis ion s 
s tudied in Kno x County wa s th e " package type " ope rat ion . 
That i s  they provi ded the full range o f  man agement servi ce s . 
They bui l t  th e houses and had a broke r or sale sman to 
adve rt i s e an d so l ic i t  buyer s .  Three o f  the " pack age " 
ope ra t i on s  were family own ed and operate d .  Al l seven o f  the 
ope rat i ons i ndi cated they had s pe c i f i ca l l y  ge are d  the ir 
s ubdivi s ion s toward the Se ction 2 3 5 hou s i n g  ma rk et . 
6 .  Al l seven o f  the " 2 3 5 "  s ubdivi s ions s t ud ie d are 
l o cated in th e s uburbs o f  Knox County . Fo ur o f  the seven are 
located in the we ste rn part o f  Knox County . Wi th the rapid 
deve lopme nt o f  the.s e  " 2 3 5 "  subd ivi s i ons ( e sp e c i a l l y  during 
the 1 9 6 9 - 1 9 7 1  per iod ) , the re wa s s ome gen era l  concern voi ced 
about the " 2 3 5 "  s ubdivi s ion s  crowd in g oth e r  s ubdivi s ion s 
and caus in g prope rty de va l uati on s . Th i s  was only a 
short - l i ved conc e rn , howeve r  . .  The growth o f  the " 2 3 5 " 
s ubdi vi s ion s  wa s actua l ly j us t  a part of the gene ral growth 
trend toward deve lopment in the we s te rn port ion of the 
Co unty . 
7 .  At one point in 1 9 7 1 , th e Knoxvi l l e  FHA ranked 4 th 
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i n  the nation i n  new S e c t ion 2 3 5  con s truc t ion i n s ured . F rom 
only 1 5 , 2 3 5 un i t s  approved by FHA in 1 9 6 9 , the total incre a s e d  
t o  3 7 0  i n  1 9 7 0 , 6 8 1 i n  1 9 7 1 , 4 5 3  in 1 9 7 2  and 1 7 8  i n  1 9 7 3 ,  fo r 
a total o f  almo s t  1 , 7 0 0  ins ure d S e c tion 2 3 5 un i ts for 
Knoxvi l le -Knox Co un ty during th e . 4 -year period . Th e new 
Sec ti on 2 3 5  hous ing bu i l t  was s ign i fic ant i n  provi ding 
hou s ing for low and moderate income fami l i e s . In 1 9 7 1 , 
S e c t ion 2 3 5 hous ing acco un te d  for a lmo s t  2 / 3  o f  a l l s in gle 
fami l y  ho us i ng ( 6 0 . 5 pe rcent ) . 
8 .  The S e c tion 2 3 5 pro gram was ge ared to the $ 5 , 0 0 0 -
$ 8 , 0 00 fami ly income range . In 1 9 6 9 , about 2 5  percent o f  a l l  
Knox Coun ty. fami l ie s  fe l l  i n  th i s  income range . Th us , the re 
wa s a s i gn i fi c antly l arge r n umbe r  of low to mode rate in come 
fami l ie s  wi th the opportun ity to purchas e  the ir horne a s  a 
re s ul t o f  the Sec tion 2 3 5  program . 
9 .  The bi rth o f  the Secti o'n 2 3 5 program national ly and 
of course i n  Knox County occurre d during a pe rio� of rap i d  
i n f l a tion a n d  l ow produc t i vity i n  the ho us ing i ndu s t ry . 
During th i s  pe r iod of time , the S e c ti on 2 3 5 program be came 
a ma j or s uppo rt for t he pri vate hou s i n g  and horne f i nance 
indus try in Kno x Co unty as we l l  as the nation . A l l  the 
bui l de rs interViewe d ind i c ate d that the S e c tion 2 3 5 p rp grarn 
s us taine d  them thro ugh the tough e conomi c time s  be twee n  1 9 6 9 -
1 9 7 1 , when they e xper ienced a t ight money market and h i gh 
int e re s t  rate s . The builde r s  a l s o  fe l t  th a t  the c reat i on o f  
th i s  l ow an d moderate i ncome ho u s i n g  ma rke t  provi ded a s trong 
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s ti mul us for the entire hou s in g  industry , the reby preventing 
a la rge numbe r  of bui lde rs an d deve lopers from actua l ly 
s u f ferin g  economic setbacks � 
1 0 . The s e ven " 2 3 5 "  s ubdivi s ion deve lope rs and bui lders 
a greed that the fol lowing fac tors accoun ted for muc h of the 
s uc ce s s  of th e Section 2 3 5 program in Kno x  Co unty : ( 1 )  Low 
l abo r c o s ts during the per iod o f  .the late r  6 0 ' s  and e arly 
7 0 ' s . ( 2 )  Low la�d co s ts--e s pe c i a l ly in· the suburb s . 
( 3 )  Ove ral l cons truc t i on co s ts we re kept fairly low . ( 4 )  The 
FHA o f fice in Knoxvi l le kept the mo rtgagee s we l l  in formed , a s  
we l l  a s  th e bui lders , deve lope rs , a n d  re a l  e s tate broke r s , 
and s a l e smen . ( 5 )  The Section 2 3 5  program opened up a new 
hous ing ma rket for the �product ion and s a l e  of new hou s i n g  to 
low and mode ra te in come i ndividua l s . They fe l t , howe ver , 
that the latent demand for the low and moderate income 
h6us ing and the arri va l  o f  the 2 3 5  program when i t  di d ,  are . 
good re as on s for the s ucce s s  o f  the program . 
1 1 . Even with s ucce s s  the re are usual ly some drawbacks 
and the Sect ion 2 3 5 pro gram operation in Knox County wa s no 
e xcep t i on . The re was some strong se ntime nt aga in s t  the 
Sect ion 2 3 5 program- in particular , with rega rd to the " 2 3 5 "  
s ubdi vi s ion s : ( 1 )  some pe opl e  fe lt " 2 3 5 "  hou s i n g  would 
depre c i ate the i r  prope rty va l ue s  wh i ch wa s clo s e ly re lated 
to the fear tha t B l acks woul d buy in t�1e " 2 3 5 " s ubdivi s ion s 
( 2 )  The bui lders o f  th e " 2 3 5 " s ubdivi s i on s  re cei ved cri tic i sm 
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from . some that th e bui lde rs and de ve lope r s  were propagating 
urban sprawl wi th the i r  s ub urban s ubdivi s ions . ( 3 )  P ubl i c  
reac t i on t o  t h e  " 2 3 5 "  subdivis i ons in c l ude d a concern by 
some that the " 2 3 5 "  s uburban . s ubdivi s i ons woul d place an 
addi t ional burden on the a lre ady ove rburdene d s choo l  s y s tem . 
1 2 . The a uthor found that the ma j or re spon s ib i l i ty for 
i n fo rming the pub l ic and potent i a l  b uyers of " 2 3 5 " hou s ing 
o f  the e xi s te nc e  of th e program fe l l  upon the real e s tate 
broke rs and s a l e smen . Th us the ma j or ro l e  for the broke r s  
a l s o  c re a t e d  a probl em . S ince the brok ers and s a l esmen we re 
us ua l ly the only contacts in i ti al ly with the· potenti al " 2 3 5 "  
b uye r ,  they co uld i n f luence who the y  wanted to purchase the 
hou s in g  and whe re he wou l d  buy . The re a l  e s tate s e c tor 
reacned the pub l ic through news paper adve rt i s in g , a l though 
mo st broke rs inte rviewed fe l t  that newspape r adve r t i.s i ng was 
not the be s t  me thod of reaching the " 2 3 5 "  c l ie n te le . The y  
fe l t  the i r  be s t  me thod i n  the l o n g  r un wa s b y  " wo rd o f  mouth . " 
1 3 . I t  wa s fo und tha t mos t  real e s ta te brok e r s  and 
s a l e smen man ipul a te d  the poten t i a l  " 2 3 5 "  buyer be cause of the 
brok er ' s  knowl edge of the S e c t ion 2 3 5 p rogram , and 
concomitantly the buyer ' s  l a ck of knowl edge . The brokers 
inte rviewe d a l so e xhib i te d  s trong sen timents aga i n s t  Blacks 
locating in the " 2 3 5 "  sub urban s ubdi v i s ions because they fe l t  
wh i te s  didn ' t want i t . 
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1 4 . The a uthor found that the mortgagee ( lende r )  p l ay s  
t h e  ro le o f  th e middleman i n  the Section 2 3 5 program . For 
e xamp l e , if a s e l le r  or bui l de r  w i s he s  to have h i s  house 
appra i se d  by an FHA apprai s e r , he o r  h i s b roker mu s t  apply 
for the appra i s al through an FHA approve d  mortgagee . Al s o , 
real e s ta te brok e rs o r  bui l de rs who wi sh to se ll house s to 
FHA mus t submi t the buye rs appl ication thro ugh an FHA 
approve d mortgage e . And final ly , it i s  the mortga gee who 
rece ive s pe r iodic in formation from the FHA re gard ing the 
procedure s to be fo l l owed i� ob tai nin g a S e c t ion 2 3 5 mortgage , 
and i t  i s  the mo rtgagee who usua l ly i n forms broke r s  and 
bui l de rs about the ope ra t i on of th e program.  
1 5 . Mo s t  mo rtgage e s  i n te rviewe d fe l t  tha t  the real 
ben e f i c i a r i e s  o f  the Se c t i on 2 3 5  program were not the . 
purchas e r s  o f  the " 2 3 5 "  home , but rather the bui l de r s  .and 
brokers in Knox County . 
Other opinions and viewpo ints by mortgage e s  concerning 
the " 2 3 5 "  program cente re d aro und the fac t tha t  mo s t  " 2 3 5 " 
cl ien te l e  we re not goo d  home owne r mate r i a l , e spe c i a l ly the 
yo ung co up l e s .  They a l s o  fel t  that in gene ra l , mo s t  '" 2 3 5 ' 
buye rs we re ge t t ing s ome thing for nothing . "  Although the 
a uthor fo und tha t  mo s t  mort gage e s  acted pro fe s s i ona l ly they 
s t i l l  on the wh ole made comment s l ike the one s quote d . And 
a s  mi ght be e xpec te d  the mortgagee s e xpre s s�d a b i a s  a gai n s t  
" 2 3 5 "  b uye r s  in tha t  the y  fe l t  they we re not re l i ab le . They 
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fe l t  that many o f  the " 2 3 5 " type buye r s  would end up in 
de faul t , in c l udi ng having the ir home s repo s se s sed . The 
a utho r  che cked w ith the FHA and fo un d  thi s s i tua tion to be 
tota l ly e rroneous , as few " 2 3 5 "  buye r s  a c tua l ly . ende d  up in 
tota l de faul t .  
16. The FHA pl aye d a vi ta l but pa s s i ve ro le in the 
ope ration o f  the S e c�i on 2 3 5  p rogram in Kno x  Co unty . . They 
le f t the primary re s pon s ib i l i ty for operating the program , 
i n c l uding pub l i c i z ing the ava i l abi l i ty of f i nancing and 
sol i c i t i ng poten t i a l  buye r s  in the han ds of the pr iva te 
s e c to r .  Th us , under th e S e c t i on 2 3 5 program FHA con fine d  
·i ts e l f e s s en t i a l ly t o  the s ame ro le i t  p l ay s  i n  a l l  i t s  
s i n gl e  fami ly i n s urance programs -- approval or re j e c tion o f  
mortgage in s urance app l i ca tions submitte d to FHA by approved 
l e ndi n g  i n s t i tution s . The FHA was a l s o  pa s s i ve in that the 
ac tua l d i s semination o f  informati on about the Sect ion 2 3 5 
program was le ft to the private sector . 
1 7 . Appro ximate ly 8 5 - 9 0  pe rcent o f  a l l  new Se ction 2 3 5 
hou s i ng cons tructe d in Kno x Co un ty was located in the s e ven 
s ub urban " 2 3 5 "  subdi vi s ion s s t udie d by the author . The s e  
" 2 3 5 "  s ubdi vi s ions we re al l wh ite , as i s  the e xperience o f 
Knox Co unty . Thus , the Se ction 2 3 5  program �nly continue d  
what wa s a lre ady a t r e n d  i n  Kno x County-- the separat ion o f  
Bla cks a n d  whi te s along hou s ing l i ne s  and location with the 
Blacks in the inne r- c i ty , th e wh ite s in the s uburb s . Each o f  
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the priva te s e c to r  pa rti c ipants intervi ewe d , a s  we l l  a s  the 
FHA contributed to th e foste r i n g  of thi s s i tua t ion through 
the i r  b i a s e s . 
1 8 . The FHA o f f i ce wa s e xtreme ly s ucce s s ful in 
en coura ging bui l de r s  and de ve l oper s to partic ipate in the 
program th ro ugh . the i r  in formation program d ire c t ly to 
bui lde r s  and broke rs an d indi re c tly thro ugh the mortgagee s .  
Thi s  ac tive enc ouragement di d part i a l ly account for a ve ry 
commendable producti on re cord for S e c t ion 2 3 5 in Knox Coun ty . 
At one poi n t  th i s  empha s i s  on production a t  the e xpen se o f  
some qua l i ty l e d  to the FHA o f fi ce i n  Knox Co un ty rank ing 
4 th in the n a t ion in the numbe r of i n s ured new Sec tion 2 3 5 
home s . FHA had i t s  fa i lure s a l so s uch a s  tak ing a pa s s ive 
ro le . wi th regard to d i s c rimi na t ion and to the l ack o f  Blacks 
in the " 2 3 5 "  s ubdivi s ions . For a s  indicated by th i s  autho r ' s  
find ings no Black s  were found in the " 2 3 5 "  suburban 
subdi vi s ions i n Knox Coun ty at the t ime o f  th i s  s tudy . 
I I . FHA VIEWP OINT OF THE SECT ION 2 3 5  P ROGRAM 
S ince the focus o f  thi s the s i s  wa s on the ro l e s  and 
operation of the private se c tor in S e c tion 2 3 5 , th e FHA ro l e  
w a s  o n l y  g i ven l imi te d t re atmen t .  Fu.rther·, the v i ewpo ints 
o f  FHA we re no t inc lude� in th e ma in · bo dy of the the s i s . 
Th e re fo re , in fai rne s s  to the FHA , th i s  author i n te rvi ewe d 
a key person in the FHA o f f i ce in Knox Coun ty who wa s 
intimate ly invo l ve d  in the operati on o f  the S e ction 2 3 5 
pro gram during the pe riod 1 9 6 9 - 1 9 7 3 . Wha t  f o l l ows i s  
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e xce rpts from the inte rvi ew wh ich e xpre s s  the vi ewpoints o f  
th i s  FHA o f fi c i a l  about the ope rati on o f  the S e c t i on 2 3 5 
program in Kno x  Co unty : 
1 .  There a re peop l e  who purchase home s unde r 
· the 2 3 5 program tha t  sho ul d  not have purcha s e d  a 
home· unde r any type o f  program , bec aus e they we re 
not capable of be ing home owne rs . I t  i s  h ard , 
howe ve r , for FHA o f fi c i a l s  to s ee thi s in the 
papers con ta ined in the app l i ca t i on . 
2 .  The f inal autho r i ty for app l i can t e l i g i ­
bi l i ty di d re s t  w i th FHA . Form 3 1 0 0  wa s 
the app l i c a t ion for homeown ership . 
a s s i s tance . The 3 1 0 0  wa s on ly one 
exh i b i t  amo ng many that the mortgagee s ubmi tted 
to HUD . . Th e mo rtgagee was e xpe c ted to put the 
en t i re package toge ther . an d s ubmi t i t  to FHA . 
Some mortgage e s  had o the r people do the ir " l eg 
work a to put toge the r  appl i c a t i on s , such as th e 
bui l ders an d broke rs , but the FHA he ld the 
mort gage e s  re spons ible fo r the appl ica tion 
package , not the builders and brok ers . 
3 .  Al l the app l i ca t ion pape rs we re nece s s a ry 
to FH� be c ause they neve r  got to s ee the app l icant . 
Th e FHA ' s cus tomer by l aw was the mortgagee , who 
wa s s e e k i n g  mor tgage in suran ce approva l  from FHA , 
not th e buyer . FHA us u a l ly only go t to see a 2 3 5 
appl icant when he was re j e cted , and he made a 
person a l  vi s i t  to the FHA o f fice for an e xp l an at ion . 
. Fo l lowing s ome o f  the se pe rsonal in te rvi ews there 
was a change in th e case s tudy f indings . But it 
was gene ra l ly fe l t  tha t personal inte rvi ewing by FHA 
wou l d  no t have improved the pro gram . In some ca s e s  
i t  wo ul d have be en good t o  see th e appl icant , but 
not in a l l  cas e s . 
4 .  On e o f  the probl ems i s  when the program c ame 
o ut they ( private secto r )  trie d to hit i t  too hard 
and too heavy . I t  wa s gea re d  on pro duc ti on quan t i ty 
an d no t eno ugh atten tion was g iven to qual ity . 
5 .  The re we re a lot o f  appl icat ions th at we re in 
th e " gray a re a . "  Th e FHA tried to · look at the program 
so optimi s t i c a l l y  that they would o f ten s tretch po ints 
to ac cept an app l i c an t . Some buye rs succeede d ,  other 
didn ' t . The re we re s ome cas e s  whe re people l i ve d in 
the ir ho use s i x  mon th s  and woul d be beh i n d  s e vera l 
h . h . 1 h 1 mont s 1 n  t e 1 r  payments . T ey wo u d go to the 
re a l  e s tate broke r who sold them the hou se , give 
them th e key an d . te l l  them the y we re moving out . 
The s e  people obvi ous ly did not unders tand the 
di f ference be tween rental and horne owner ship . 
6 .  The ma j or i ty o f  complaints tha t  c arne i n  
from th e se horne owners we re no greater than i n  
any o th er FHA program . Th i s  program had s o  many 
complaints be c a us e  o f  the empha s i s  on th e vo l ume 
o f  con s truct ion . In a lot o f  case s the horne owners 
mak ing comp l a ints we re not re spon s i b l e  peo p l e . ·  
There wi l l  always be " c a l l - back s , " no matte r  who 
the bui l de r  i s . The bui l de r u s ua l ly al lows fo r 
thi s . Some b ui l ders s tay r i gh t  on top o f  the 
problems , some do not . Th ere have be en s ome l e tters 
from 2 3 5 horne owners wi th f i fty or s i xty i tems o f  
comp l a int . FHA canno t force . the bui l de r  to mak e 
the repa i r ,  but i f  FHA fee l s  i t  i s  a j us ti fiable 
comp l a in t , they te l l  the bui lder thi s and a s k  h im 
to repa i r  i t  i n  a certa i n  pe r iod o f  t ime and report 
it to FHA . If he doe s n ' t  repa ir i t , then the FHA . 
tak e s  ac tion an d puts the bui l de r  on a re s tr i c te d  
l i s t .  Th i s  mean s he can no longe r  do bus i ne s s  wi th 
FHA unt i l  the comp l a int i s  reso lve d . Thi s had to 
be done in a few case s . 
7 .  At the time th i s  program s tarted mo s t - bui l ders 
we re no t produc in g a $ 1 5 , 0 0 0  or $ 1 8 , 0 0 0  house . There 
were a lot o f  people who l ate r could qua l i fy for horne 
ownership unde r S e c t ion 2 3 5  an d we re able to purcha s e  
a n  $ 1 8 , 0 0 0  ho us e . Th e program enab l e d  the bu� l de r  to 
ma rke t a low cost hous e ,  and the buy e r  to be able to 
a f ford i t . Th e 2 3 5 program - thus f i l l e d  a vo id in 
the rea l  e s ta te marke t fo r low and moderate income 
ho u s i ng . 
8 .  The re we re· a numbe r o f  people be tween $ 5 , 0 0 0  
and $ 8 , 0 0 0  pe r ye ar who could not buy the home they 
wan te d . The 2 3 5 program gave them this opportun i ty . 
The 2 3 5  program opene d  up a whole new marke t .  For 
one of the th ings the law make rs we re look ing at 
when they wrote thi s program wa s not only providin g  
hous ing for lowe r income people , but a l s o  provi ding 
bus ine s s  for bui l de rs . 
9 .  I be l i eve that the good o f  horne ownership 
for many in Knox Co unty was me t through the 2 3 5 
program , maybe not �o the de gree Congre s s  i n tende d , 
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1Al though the de faul t o f  2 percent mi ght s eem low , FHA 
o f fic i a l s  ind icated th at fore clo s ures with S e c t ion 2 3 5 ho using 
we re not a l a rge problem . 
but there we re a lot o f  people who bough t home s 
who didn ' t  have a chance to buy otherwi s e . 
Bui l de r s  made money , s a le smen made h i gh commi s s ions , 
and s ome mortgage e s  di d real we l l -- a lot o f  peop l e  
we re he lped b y  th e program . 
1 0 . The 2 3 5  program wa s s o  s ucce s s ful in the 
Kno x Co unty area . that the FHA o f f i c e  cons tantly 
ran ke d  in the top 10 c i t i e s  national ly . Much o f  
th e s uc ce s s  b f  the program depends o n  the bu i l der ' s  
recept ivi ty . Th e bui l de r s  in th e Knoxvi l le area 
go t wi th · the program . The b ui lde r s  and broke r s  
de s e rve t h e  c redit for the s ucce s s  o f  the program . 
Th�y learned th e pro gram we l l . There we re a lways 
good commun i c at i ons be twee n  the private s e ctor and 
the FHA . 
I I I . AUTHOR ' S  COMMENTS AN D CONCLUS I ONS 
The a uthor fo und th at overal l the Se c t ion 2 3 5 pro gram 
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wa s popul a r  and s uc ce s s fu l  i n  Knox County , p r ima r i ly during 
the pe r iod of time s tudi e d . I t  wa s s ucce s s ful in th at i t  
re ached a l arge n umbe r  o f  fami l i e s  i n  a short per iod o f  t ime , 
g iving the s e  fami l i e s  a ch ance to exper i ence home owne rship . 
Wh i le a l l  the priva te s e c to r  par t i c ipant s s t udied had 
we akn e s s e s  in the i r  approach to the ope rat i on of the pro gram , 
th i s  autho r would have to a s se s s  the ove r a l l  pe rforman ce o f  
the pr i vate s e c tor i n  the ope ration a s  good . The " 2 3 5 11 
program was a fter · a l l  a new program that came on the s c ene 
ve ry quickly . The goa l  was produc tion , and s o  the bui l de r s  
pro duced . The broke rs le arned the program we l l  a s  evidenced 
by thi s author in the i nte rviews wi th the re al e s tate s e ctor . 
Some broke r s  in fact learne d how to manipulate the pr?gram 
to th e di s advan tage o f  the uns uspecting buy e r  a t  t ime s . 
8 3 . 
The mo rtgagee played too pas s i ve a ro le in th e ope ratic� o f  
the program th i s  author fe l t . H e  he ld the pur se s trings . I f  
he had a l so he l d  a so c i a l  con s c i e nce about the qua l i ty , 
location , and whom the program wa s ( or wa s no t) re achin g ,  he 
could have been e xtreme ly i n f luenti a l . The same cari a l s o  be 
e choe d  abo ut the FHA ; the FHA coul d ha ve been much more 
active about the s ame concerns . In addi t ion , the FHA should 
have been more concerned wi th the co unsel ing o f  buye rs o f  
S e c t ion 2 3 5  ( the con s umer ) than the y we re . Any future 
revi ta l i z a tion o f  home owne rship for the low and mo de ra te 
i ncome fami l i e s  ( and thi s autho r fee l s  thi s s hould occur by 
the federal gove rnmen t )  should ca rry with it a mandate that 
th e FHA have a c lo s e r  inte rviewing and coun s e l ing re l a t i on sh i p  
with t h e  poten t i a l  buyer . 
Viewed in i t s  broade s t  pe rspective th i s  author fe e l s  
the Se ction 2 3 5 program was a good thing for the nation , 
pa rti cularly the Kno x County e xpe ri ence . Howe ver , th e 
que s t i on wou ld h ave to be as ked : " Was the program a panacea 
for the poor , or a · boon for the · bui lders and broke r s ? " 
Dorothe a Hohmann Ne l son i n  her the s i s  on " Compar i s on o f  
New Home s Wi th Previous Re s i denc e s  B y  Fami l ie s  Purcha s i n g  
Ho us e s  Unde r S e c t ion 2 3 5 o f  the Nat i onal Housing Ac t "  s umme d 
up he r the s i s  w i th : 
When vi ewe d through the eye s o f  the re spondents 
( 2 3 5  home owners ) in the s ample , the autho r 
( Ne l s on )  woul d have to give a favorabl e  respon se 
to th e 2 3 5  program in Knox Co un ty . 
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Her the s i s wa s the vi ewpo int o f  th e b uyer , and maybe . thi s  i s  
where the real tes t o f  whe the r th e program wa s s ucce s s ful or 
not , and whe th er it reached its goal of home owne rship . 
The f indings o f  thi s s tudy indi cate that the pendulum 
would have to be swun g in the d i re c t ion o f  the private hous ing , 
real e s tate , and home f i nance indus try . As one i nterviewe e 
s a id : " The real bene f i c i a r i e s  o f  the 2 3 5 program were th e 
bui lders and broke rs and n ot the buyers . "  Wh i l e thi s author 
is of cour se glad th at many buyers ben e f ite d  from th e 
e xpe r i ence o f  knowin g home own e r ship ( who woul d not otherwi se 
have been able to wi thout the S e c tion 2 3 5 program) , hi s 
con c lus i on woul d have to be tha t  the S e c t ion 2 3 5 program wa s 
more ta i l or-ma de for the ben e f i t  o f  th e s ucce s s ful ope ra tion 
o f  the pr ivate sector th an fo r the '' 2 3 5 "  buyer . 
Fin a l ly , th e autho r woul d l i ke to see the federal 
gove rnment re i n s t i tute a hou s i ng po l i cy wh i ch ha s a h i gh 
pr i o r i ty aga i n  for home ownership · for low and mode rate in come 
pe rsons . And wh i l e  the ope ration o f  the Se ction 2 3 5 program 
( a t lea s t  in Knox County )  wa s succe s s ful , th i s  author woul d 
l ik e  to see a home owne rship program l e s s  bene f i c i a l to the 
pri vate s ec tor and mor e  buye r or con s umer-oriente d .  A s t rong 
po s s ib i l i ty for · redire c ting thi s e f fort might be to e xpe riment 
wi th a gene ral . hous ing al lowance for prospective buyers . I n  
shor t , d i re c t  c a sh grants could be made t o  poten t i a l  buye r s . 
Wh e re a s , the s ubs i dy te chn ique wa s adequa te , i t  d i d  have a 
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ma j or drawback --no equity bui� dup was po s s ible for the 
purcha ser . A d i rect cash grant to low and mode rate in come 
pe rsons coul d make home owne rship a re a l i ty again p l us i t  
wo ul d give them wha t  s o  many other Ame r icans a l re ady en j oy-­
the opport un i ty to e xpe rience the acc rual o f· equi ty bui l dup . 
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